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Substitute "alternate" 


[ine 10 Delete "capital" 
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TORONTO. ONTARIO 12880 


Ottawa, Ontario, 
Wednesday, 
June 1, 1960 


o 


---On commencing at 10.00 a.m. 
THE CHAIRMAN: Mr. Frawley? 
CROSS-EXAMINATION BY MR, FRAWLEY (Cont'd); 


Q. Dr. Edwards, last evening when we closed, 
when we adjourned, you were telling me that what I had 
read to you from page 25 of the ICC Cost Section State- 
ment No. 6-58 was not costing procedure; is that right? 

A. That is the burden study you are talking 
about? I don't have that statement, but I take it it 
is the burden study. 

Qs.” “Yes: It is called "Distribution of the 
Rail Revenue Contribution by Commodity Groups -- 1956." 
Prepared by the Cost Finding Section, and I am told it 
is commonly referred to as the burden study, and I asked 
you yesterday, I read to you yesterday a piece, a 
paragraph on page 25 of that statement in which refer- 
ence was made to the fact that -- and I will read this 
one sentence: 

"The constant portion of the return at 

4 per cent on the road property was adjusted to 
correct rate of return to the actual rate of 
Sapien earned in 1956 by the railroads." 
And you told me then that that was not done pursuant to 


cost finding procedurés, Did you mean to tell me that, , 


or did I incorrectly understand what you said? 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12881 
TORONTO, ONTARIO (Frawley ) 


A. Well, I will have to explain my statement, 
Mr. Frawley. What I meant is that in costing out 
tratric, in allowing for the cost of capital, you use 
a figure which you feel is oe enepeuranivenc the cost of 
capital, and in this case here, in treating with the 
burden study, the effort was to reflect the actual con- 
tribution, whatever rate of return overall that might 
yield to the carriers, in order that the expense side 
would be brought in balance with the revenue side, 
whatever those revenues might yield. Now, in making 
cost studies it's not practical to turn to the carriers' 
earnings,some of which may be down around 1 or 2 per cent 
and use that as the cost of money. But in the burden 
studies, when you are reconciling total revenues with 
total operating expenses, plus whatever contribution 
there was towards the cost of money, then you have 
to reduce the expense side of the equation to whatever 
was yielded in the period of the study so that the 
ratio, the dead-centre level, as it has been referred 
to, of the ratio of total revenues to total fully dis- 
tributed costs will be brought intoOhalance at index 100. 

Q. Now, Dr. Edwards --- 

A. If the adjustment isn't perfect, as I 
explained, I believe, in this statement, the index might 
be a fraction or slightly above index 100, such as index 
LOL in 1957, due to failure to make full adjustment for 
all the factors at work in connection with the deficits 


and other items. 


Q. Now, Dr. Edwards, I put it to you that the 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12882 
TORONTO, ONTARIO (Frawley ) 


preparation of what is called the burden study and the 
preparation of the document which has been referred to 
here as 4-54 that we were discussing are au devésniled 
together and are all the productions of hae Cost Section 
of the Icc. There is no doubt about that? 

A. No, there is no doubt about that. 

Q. And there are not two cost systems; there 
is only one cost system in the ICC,,. is there not, being 


Rail Form A, basically? 


A. There is a cost system which is made in 
costing traffic based on cost of money, and there is an 
analysis or a distribution of the contribution based on 
the actual contribution received which is reconciled 
with whatever the carriers were earning in the given 
period. 

Q. All right. Now, just so that there is 
no mistake about it, I would like to return to page 1 of 
this statement 6-58, which is the introduction, and I 
want to put on the record in this same context the 
third paragraph, which reads; 

"Me out-of-pocket costs for 1956 are 

based on the cost data underlying the carload 
costs shown in the Bureau of Accounts, 

Cost Finding and Valuation Statement No. 

2-58. Such out-of-pocket costs represent 
those expenses which, over the long-term 
period, are variable with volume of traffic 
handled! -- 


and then there follows footnote 3. I will read 
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footnote 3: 

"The out-of-pocket costs are computed at 
80 per cent of the operating eae nacan rents 
and taxes. They also include an x ieeakes 
for return at 4 per cent on 50 per cent of 
the road property and on 100 per cent of the 
equipment, i.e., on approximately 65 per cent 
of the total property. The allowance for 
return including the allowance for Federal 
income taxes amounted to about 15 per cent 
of the out-of-pocket costs in 1956. 

"For details of treatment, see Bureau of 
Accounts, Costing Finding and the Valuation 
Statement No. 4-54, pages 27 to 87, inclusive, 
and Senate Document No. 63, 78th Congress, 
lst Session, pages 41 to 74, inclusive." 

There isn't any doubt about that, that there 
is a close interrelation and connection between the 
statement which is called 4-54 and what is called the 
burden study and the one I have here, being 6-58. 
There is no doubt about that? 

A. No, there is no doubt about the close 
relationship. But in arriving at the total costs, if 
the carriers earn 34 per cent, the total costs are 
adjusted to 33 per cent. 


Q. Now, there is another document, ICC 


document, I want to put before you, Dr. Edwards, and 


that is the one called "Rail Carload Cost Scales by 


Territories for the Year 1957," and it is statement 
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No. 5-58, Washington, November, 1958, and this I want 
to read to you from page 3,Item 3, headed "Treatment 
of the out-of-pocket and constant costs," | 
"The out-of-pocket costs shown in the 

Study reflect the costs which, over the long- 

run period, and at the average postwar density 

of traffic, have been found to be variable 

with traffic changes. They include 80 per 

centres, r 
And before I continue to read, the footnote there refers 
one to Senate Document No. 63 and to Cost Section State- 
ment No. 4-54, and continuing on to read from page 3 of 
Statement 5-58: 

"They include 80 per cent of the operating 

‘expenses, rents and taxes (excluding Federal 

income taxes) plus a return of 4 per cent after 

federal income taxes on 50 per cent of the 7 

road property and 100 per cent of the equipment. 

The allowance for return represents that portion 

of the plant which, over the long-run period, 

has been found to be variable with traffic 

volume, The figure of 4 per cent was used 

as it approximates the long-run average return 

realized by the carriers. For shipments of 

about the average weight load and average 

length of haul, the elimination of the allowance 

for return from the out-of-pocket costs would 

reduce the figures in Table 1 by the following 


percentages; Eastern district, 13 per cent; 
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Pocahontas region, 14 per cent; Southern egion, 
15 per cent; and Western district, 16 per cent, 
respectively. For the hauls which — sub- 
stantially shorter than average ae 200 
miles and less) the figures would be approximately 
one percentage point less and for hauls that 
are substantially longer than average (i.e., 
1000 miles and over) the figures would be 
approximately one percentage point more. 

"The fully distributed costs include, 
in addition to the out-of-pocket costs as 
described above, all remaining revenue needs 
necessary to permit the carriers to cover 
the remaining 20 per cent of the operating 
expenses, rents and taxes, the passenger- 
train and less-carload operating deficits 
and a return of 4 per cent after Federal 
income taxes on the property as a whole. 
These revenue needs over and above the 
out-of-pocket costs were given a prorata 
ton and ton-mile distribution over all revenue 
traffic, without distinction as to kind or 
class. In effect, the fully distributed 
costs, as thus computed, consist of the out- 
of-pocket costs plus an allowance which 
closely approximates the weighted average 
contribution per net ton mile made by all 


rail traffic to the constant costs or over- 


head burden," 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12886 


TORONTO, ONTARIO (Frawley ) 
1 

5 A. What is the statement? What was that 

: last statement there? What document? 

; Q. It is statement 5-58, It 4s called 

: "Interstate Commerce Commission, Bureau of Accounts, 

, Cost Finding and Valuation, Rail Carload Cost 

: Scales by Territories for the Year 1957," 

3 A, Yes, I have identified the document, 

; Q. I simply put it to you, Dr. Edwards, 

10 that both in what you call the burden study and what is 
"i called "Railroad Cost Scales," both prepared by the 

12 Cost Section, we find that reference. is made to rate 

1e of return, or, as the statement 4-54 evaluates it, as 

14 being equal to and meaning the same thing as cost of 

15 capital. You will find from what I read yesterday 

16 that that is one good reason for having put it into 

fs the record yesterday, because on page 12867 of 

. yesterday's transcript where I was reading from page 111 
io of Cost Statement 4-54, the paragraph starts: 


"The matter of the rates of return is 
left open in the formula, the following explana- 
tory statement being made (see unit cost sheet 
1,2/): "The rate of return (1i.e., allowance 
for cost of capital) is presumed to be that 
which is necessary to attract capital to the 
rail industry." 
Now, I simply put it to you, Dr. Edwards, 
that when you look at both the burden study and the 
Cost Section's study statement 4-54 and the statement 


I have in front of me, 5-58, Rail Carload Cost Scales, 
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you find all reference to the effect that the cost of 
capital is the allowance for the rate of return and 
the figure is used so that it approximates the long- 
run average return realized by the carriers, and that 
is what I put to you as being the ICC treatment before 
determining cost of capital in costing the movement of 


any particular traffic. 


(Page 12889 follows ) 
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The use of the factor of 4 per cent in these 
burden studies and in these cost studies was a decision 
that I made myself years ago when these studies were 
started in the early 40's. The ICC stated, when it 
referred to the rate: of return, return of cost of 
capital -- the only pronouncement it has -made even 
in terms of 6 per cent or 5-3/4 per cent return, So 
I think that is the pronouncement as to cost of capital 
by the Interstate Commerce Commission itself. 

In setting up these studies for the purposes 
of analyzing the contributions of the various classes 
of traffic, in setting up these scales I noted at the 
period that we were working with -- and it was a product 
of the late depression period of the 30's -- that the car- 
riers hadhad a low rate of return, and averaging back 
into the 20's they had had raven return up to 5, 
possibly 6 per cent, and in the 30's they dropped to 2 
or 3 per cent, with many of them on the verge of bank- 
ruptcy. 

I looked over a long-range period of years 
and picked 4 per cent as a factor which would reflect 
about their enine power over a period of prosperity 
and a period of recession. 

Now, when it came to applying the cost of 
capital, we never conceived of that as being the cost 
of capital, because the cost of capital is the amount 
required to satisfy the investor and attract his invest- 


ments. 


Q. That is what the atatement says, Dr. Edwards. 
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Those are the very words the statement says. 

A, Well, you are asking me to explain the basis 
of this. 

Q. Yes, that is right. 

FA: Well, let me Eesti here. 

Q. I am asking you -- 

A. Well, you gave a long statement and you ended 
with this lift in your voice and looked at me. I am 
now giving my answer to your long statement. 

Q. Now, Dr. Edwards, I do not see any need for 
recrimination or any finger-pointing. Are you annoyed 
with me? 

A. Yes, I am annoyed with you. Now you broke 
me off, changed my train of thought. You have read 
to me a long list of quotations and then ask me to 
comment upon them. 

Q. That is right. 

A. Now I am commenting and I am not through 
commenting. 

Q. It is too bad, I did not think we had got 
to the point that you were annoyed with me, that is 
ali, doctor. 

i Well, I am always annoyed with lawyers that 
cut me off in the middle of a sentence, but, however, 
aside from that I did not mean to be annoyed. 

THE CHAIRMAN: Well, good relations are 
restored. 
THE WITNESS: Yes, I am sure. When it came 


to setting up the Rail Form A which is the basis for 


the costing, the per cent of return is left open, and 
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that has to be determined in the application of those 
Commission formulas with the amount to be inserted 
by che party making the study, based upon their 
determination of the cost of capital. ; 

Now, these low rates of return do not re- 
flect the cost of capital to attract an investor. 

These low rates of return are commensurate with the 
securities of the carrier being sold on the market far 
below their book value. The equity may be less than 

5O per cent of the book value of the carriers as 

a result of this low rate of return. 

I am satisfied from studies I have made that 
the cost of capital in the market to attract the 
composite financial structure, whether it is bond, 
preferred stock and equity capital, in the proportions 
in which they are found in the average American road, 
is very substantially ir. excess or significantly in 
excess of 6 percent; and when making studies recently, 
and in our Divisions case we have used the factor of 
a6 per cent cost of capital. 

Now, it has been pointed out, been made 
obvious by the statements in the last two days,some 
traffic yields small amounts above out-of-pocket cost; 
some traffic yields amounts that are close to fully 
distributed cost; and some traffic moves above. 

So that the end product of the carrier problem 
of handling the traffic at a wide range relationships 
to fully distributed costs and at various levels above 


out-of-pocket costs will result in a rate of return 
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based upon the earning power of what it is handling 
and its distribution and the compensatory character of 
thuse: rates. , 

Now, that produces rates of metuen for 
roads that may vary from 1 per cent up to 8 or 9 per 
cent return, but the cost of money or cost of attract- 
ing the investment and maintaining the integrity of that 
investment and of the financial standing of the 
carrier, does not fluctuate from 1 to 9 per cent 
but is an independent factor just like the cost of 
fuel and that is, I am satisfied, in excess of 6 per 
cent. 

MR. FRAWLEY: Q. Now, I am still discussing 
with you this rail carload cost scales statement 5-58, 
and I want to call your attention, if you have a copy 
of that -- you have'nt got a copy but I suppose you 
are quite familiar with it? 

A. Yes, I was sure I had a copy of that. I 
pepe ds put my hands on it. 
Q. I will give you this if you want to look 
at it after I have put this to you. In reading this 
to you a few moments ago I read a paragraph which ended 
with the sentence on page 3 of this document: 
. In effect, the fully distributed costs, as 
thus computed consist of the out-of-pocket 
costs plus an allowance which closely approxi- 
mates the weighted average contribution per net 
ton-mile made by all rail traffic to the constant 


" 
costs or overhead burden. 
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1 

Then there is a footnote following that and 
5 I would like to read you the footnote immediately 
: fo1iowing what I have just read from the whateaiut. 
‘ Footnote 1 reads: . 
5 
6; =" As indicated in the Bureau's statement 
7 No. 5-57 entitled Distribution of the Rail 
8 Revenue Contributions by Commodity Groups --1955, 
9 low-grade volume-moving traffic commonly ane 
10 a per-ton-mile contribution to the overhead 
11 burden whcch is less than the weighted average 
12 for all traffic. On the other hand, the higher- 
13 erent manufactured products commonly make a per- 
14 ton-mile contribution which is higher than the 
15 Prec os, The rate of return used in the study 
16 (4 per cent) was based on the long-run return 
17 experienced by the carriers." 
18 I take it from the’ that: both in the burden 


study and in the rail carload cost scales, that they 
are endeavouring to determine the cost of money, they 
go to the rate of return, and when they use 4 per 
cent they say that is based on the long-run return 
experienced by the carrier. Is that not so? 

A. No, that is not the cost of money and 
the cost of capital. 

Q. The ICC says so, its own words on page 111 
of statement 4-54, do they not? 

A. Well, as I have stated, the rate the 
carrier earns as a result of its market situation at a 


given time is no indication of what it takes to 
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attract the investor to come in and put his money into 
the enterprise. 

Q@. That may be true, Dr. Edwards, but I am 
talking about how the ICC looks at it, I would like 
your comment on one paragraph which is a paragraph 
devoted entirely to allowance. 

A. You say ae the ICC looks at it. That docu- 
ment carries on the front page a statement, I am sure, 


which states: 


This study, issued as information, has 
not been adopted by the Interstate Commerce 
Commission." 

That is the men of the cost section speaking 
there. 

Q. That is right. I will correct that. I am 
quite satisfied to take it as what the cost section 
of the ICC says. 

Now, let me read you page 4 of this same 
document 5-58 which has a separate paragraph numbered 
4 and the heading is "Allowance for Return on Road 
sate res and Equipment." 

‘ The allowance for return is based upon the 
original cost of the road property and equipment 
including an allowance for working capital, 
material and supplies plus the present value of 
land one rights, less | book depreciation on 
total depreciable property, book amortization on 
road property and an estimated normal reserve on 


amortized equipment in lieu of the book figures 
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The allowances for return are after payment 

of Federal income taxes computed at a rate 
of 52 per cent on the rate of return (4 per 
cent ) Cnteh is applicable for costs tuaeee on 

the year 1957 (Tables 1, 2, and 3)." 

Now, I put it to you, Dr. Edwards, that when 
they are talking about the allowances for return they 
are looking for the item of expense to include as an 
item of expense, the said expense being the cost of 
capital. Is that not correct? 

A. They were trying to, they were putting in 
there a rate of return close to what the carriers 
were earning, but that is not the cost of capital. 

Q. Well, Dr. Edwards, my question was -- and 
I would really like an answer to it if you can give 
it to me -- 

MR. SINCLAIR: He has answered it five times. 

MR. FRAWLEY: Now, please, sir, this is 
no time, if I may say so with great respect, for these 
gratuitous suggestions by my friend Mr. Sinclair. 

THE CHAIRMAN: Go ahead Mr. Frawley. 

MR. FRAWLEY: Mr. Sinclair having lived with 
this thing, he may know all about it, and I make no 
apologies for finding it somewhat difficult, and 
if my friend would show me just a little bit of 
courtesy in endeavouring to do a very difficult job, 

I would appreciate it. 

Q. Dr: eivadae my question to you, and I tried 

to frame it rather carefully, when the cost section 


people were using 4 per cent and were calling it the 
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allowance for return, they were endeavouring to find 
the amount which they would write in in their cost 
formula as an expense item for the cost of capital. 
That is my question, and I gay is that not what they 
were doing in the cost section -- whether it is right 
or not right -- is that not what they were doing, 
doctor? 

A. They were putting in a rate of return 
historically approximating what had been earned as 
I previously described. 

Q. Why were they doing it? 

A. But they did not put -- the cest section 
when it releases these rail form A's by the hundreds 
for use throughout by parties making their own 
cost studies, leave it open for the party applying 
the study to determine its cost of money and to use 
a figure accordingly. 

Q. All right. 

A. Now, these other studies were tied back to 
the use, reflecting the @rning power of the railroads 
over the 20's and the 30's, and were made having in 
mind also their utilization in the burden studies 
which I have outlined; but that we never appreciated 
that we were setting by that the cost of money because-- 

Q. All right. Now, Dr. Edwards, as I understand 
it it is perfectly proper and right that there should 
be put down in the variable costs something as an 
expense for the cost of capital. That is a proper 
statement, is it not? 


A. Yes sir. 
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Q. All right, also a portion of it in the 
constant cost,as I understand it? 

A. ven Tsir. 

Q. Now, starting from that, when the cost 
section set out to determine the cost -- because, 
after all, this appendix A that we talked about yester- 
day, Exhibit 141, that is the ICC's determination 
of the cost of moving these various traffics, and 
then having arrived at the cost they determine 
the contributions to either overhead or to variable 


costs. 


(Page 12899 follows) 
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A. That is the Cost Section statistical 
determination in the ICcc, 

Q. That is the Cost Section statistical 
determination in the ICC? ; 

A. Yes; and the ICC, when talking about the 
cost of mcnee., used figures of 6 per cent and 5-3/4 per 
cent. 

It has never, to my knowledge, ever used a 
figure of 4 per cent as representing the cost of money 
in any of its decisions. 

Q. But the 4 per cent, by whomever it was 
used -- the 4 per cent adjusted down to the actual 
experience of the carrier involved -- that 4 per cent 
was used to determine the amount to go in as an expense 
for cost of capital? 

Ax It is used to reflect what, in its 
totality, for all traffic and considering passenger and 
LCL deficits, the carriers were realizing over that 
period of time. 

Q. But having determined what they were 
realizing they brought it back and worked it out as an 
item of expense to be allowed to the cost of capital -- 
as a proper item to go in? 

A. I cannot add anything more. It was 
never visualized as the cost of going out and getting 


capital. 
Q. Well, I don't know what that means. ni 


you had projected yourself into 1960... 


A. Well, I am speaking, from my experience in 
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the Cost Section,as to what Mr. Towne visualizes as 
being the situation. You would have to ask him, I 
guess. | 

THE CHAIRMAN: I think you have oth made you 
points, Mr. Frawley. 

MR. FRAWLEY: Q. I believe, finally, that 
it isn't used for anything else than to determine the 
item of expense for cost of capital? It isn't used 
for anything else, is it? 

A, It is to reflect the rate of return 
being determined in the totality, because 4 per cent 
is not the cost of capital. 

Q. But ultimately? 

A. ARG 41% « «+ st150 

THE CHAIRMAN: You have both made your point. 

MR. FRAWLEY: Q. Now, I have one more 
matter that I would like to ask you about, and that is 
I would like to take you to your statement to the 
University in Washington on January 2lst, 1953; and I 
would like you to go to page 17 of that document... 

MR. FRAWLEY: Mr. Chairman, I have been 
making so much use of this document that it seems to me 
that I should probably go to the extra expense of 
reproducing it. I only reproduced the appendix which 
is now Exhibit 141. Certainly I could make two or 
three copies available to the Commission and its staff, 
and it would not be necessary to file it as an exhibit. 

Q. I want to call your attention, Dr. 


Edwards, to what you said on page 17 -- the last two 
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paragraphs -- and I will read it to you: 

"The concept of fully distributed costs 
has been shown to serve a limited ste de in 
appraising the nature and extent of the differ- 
ential pricing that has gone into the making 
of particular rates or rate structures. 

Other figures bearing on 'contribution', and 
made possible by a knowledge of the out-of- 
pocket costs, serve to gauge the profitability 
of single carload movements, rate structures, 
or the movements by classes of commodities. 
These 'contribution'' studies provide, in 
effect, an approximate 'profit and loss'! 
statement by individual classes of traffic, 
thereby assisting greatly in an understanding 
and comprehension of the broad subject matter 
of burden distribution and differential 
pricing. 

"In closing this paper I should like to 
say a word in commendationfor the vigor with 
which the Interstate Commerce Commission, 
despite budget difficulties, has consistently 
pursued and advanced this whole matter of costs 
and the highly interrelated waybill study 
work. In my opinion this whole program 
has contributed more to the factual explana- 
tion, rationalization and under standing of 
railroad pricing than anything that has ever 


been done heretofore." 
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Is that still your opinion, Dr. Edwards? 
A. yes, 
MR, FRAWLEY: Thank you very much. 
THE CHAIRMAN: Are you finished, Mr. Frawley? 
MR. FRAWLEY: yes, I am finished. 
THE CHAIRMAN: Mr. Hume? 


MR, HUME: I have no questions, thank you, 


Sir. 

THE CHAIRMAN: Is Mr. Brazier around? 

MR, SINCLAIR: I will find him. 

MR. FRAWLEY: If he was around he would be 
around! 


MR, SINCLAIR: I think Mr. Brazier expected 
Mr. Frawley to be a little longer. He may not be 
asking any questions. 

Perhaps we could have a break here. 


THE CHAIRMAN: Yes. 
---Short recess. 


THE CHAIRMAN: Order, please. 

MR. CUMMING: I understand, Mr. Chairman. . .» 

COMMISSIONER ANSCOMB: Could I ask Dr.Edwards 
a Wiewtlont 


THE CHAIRMAN: yes. 


BY COMMISSIONER ANSCOMB: 
Q. I wonder if you would mind? I am going 
to use the word "clearing" this for me? So far as I 


understand it does not need clearing, but this morning 


you had a long dissertation with Mr. Frawley on this 
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rate of return, 
I want to ask you, in very few words -- and 


I don't need a long dissertation in reply either -- I 


want to ask you if you agree that the rate of return 
-- never mind whether the ICC or the IWW or anybody 
else has used it in arriving at a cost basis -- I 
Simply say to you: The rate of return has nothing 
whatever to do with the cost of money, Is that 
right, or isn't it? 

A. That is right. 

Q. Thank you. 

MR, FRAWLEY: But the ICC regarded it as 
just that. 

MR. SINCLAIR: Order! 

MR. FRAWLEY: I am sure Commissioner 
Anscomb understands that. They may be right, or 
they may be wrong, but that is what they do and their 
documents show that. 

THE CHAIRMAN: I think the point is made on 
the record, 

MR. SINCLAIR: It is made on the record, and 
I certainly disagree with Mr. Frawley; but we can argue 
on that, 

THE CHAIRMAN: There is one correction in 
the record that I would like to make. Yesterday,at 
page 12874 I am quoted as saying "That is hardly 
likely." What I intended to have reported was: 


"That is hardly like to like." 


Mr. Brazier, I understand, has no questions; 
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and Mr. Doherty advises me that he has none, 
MR. CUMMING: So I understand. 


THE CHAIRMAN: Mr. Cumming? 


CROSS-BXAMINATION By MR. CUMMING ;: 

Q. I am not going to get into the 
Southern Governor's Case or the burden study with you, 
and I will try not even to raise my voice, but there 
are a number of things that I would like to discuss 
with you. 

On Monday, Dr. Edwards, in answer to a 
question, or a comment, from the Chairman you said to 
him something to the effect that the value of service 
could not be disregarded in making any rate. Do you 
recall making that statement? 

A. Yes, 

Q. And as I understand the discussions 
that have been going on it seems to be pretty well 
common ground that any rate must cover at least variabl 
cost? : 

A. yes, 

Q@. That is what you would consider to be 
the floor? 

A. yes. 

Q. And the area of controversy, or, perhaps, 
I might more properly describe it as the area of 
difficulty, is the amount that a rate maker can charge 
in excess of that, either up to fully distributed cost 
or, perhaps, even in excess of fully distributed cost. 


That is the problem that the rate maker has? 
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A. That is right. 

Q. And as you have described it, in making 
rates regard must be had to the whole fasciculus 
of factors -- cost, loading characteristics, competitive 
considerations, place in the hierarchy, and all those 
things? 

A. That is right. 

Q. And included in those factors to which 
regard is had by the rate maker is this question of 
ability to pay? 

A. Yes; the "ability to pay" has been very 
loosely used in this context... 

Q. I appreciate that. 

A. I will stop there. 

Q. Before we go any further I was going to 
ask you to be good enough to define for us these terms 
that have been talked about so much -- value of service, 
ability to pay and elasticity of demand for transpor- 
tation service? 

A. Well, I am starting out with the thought 
that they have probably been used interchangeably, but 

elasticity of demand for transportation by the carrier 
with whom we are dealing is the terms in which I am 
thinking. 

Now, elasticity of demand for shoes shipped by 
rail, thinking in terms of elasticity of demand by 
buyers of shoes, it is a question of elasticity of the 
demand applicable to shoes relating to the purchase of 


the transportation by rail, if we are dealing with rail. 
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Now, because it is the effect of the rates on the 
movement of traffic over the lines of the type of 
carrier, or rile at oe, carrier, we are goats with, 
it is one of the rea factors in rate making. 
Behind that elasticity of demand there is, too, the 
consumption of the commodity itself and whether it 
would be discouraged by higher or lower rates, which 
is part of the picture -- it is certainly true for 
coal, as I have indicated. 

That elasticity of demand -- I am trying to 
bring my thoughts togetner on this -- has, ina sense, 
two definitions, or people use the term in two senses, 
First, the elasticity of the demand for transportation 
by the carrier with whom one is working... 

Q. Before you go on, that is the important 
elasticity factor that the rate maker has regard to? 

A. That is a key factor. iting Tram 
tempted to say "the" key factor; but there is the other 
factor that if the demand has very high inelasticity 
the sky isn't the limit; you have got to have reasonable 
rate relationships, So that I would just mention that : 

Q. I appreciate that because what I had in 
mind when I said that is the key elasticity of demand I 
meant as distinguished from the market elasticity of 
demand for shoes, the ultimate cost of which may reflect 
some transportation charge? 


A. yes. 
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Q@. Did I interrupt you, Dr. Edwards? Have you 
something further to say? 

A. Well, a factor behind this elasticity of 
demand for transportation by rail is, of eoueee. the 
general market elasticity of demand, but it is the 
first I put the emphasis on, although the second is 
a factor to be considered. 

Q@. When you use the term "ability to pay", and 
as you were using it in your discussions with Mr.Mauro, 
can we take it you were using that expression in the 
same sense or interchangeably with the term "elasticity 
of demand for transportation service"? 

A. Yes; for a sharp definition of terms, I 
think the two would be interchangeable. * 
| Q. Then, it is not in the sense that you were 
using it designed as a measure of, what I may say, 
would be the economic social situation of any wands 
cular group in the community? | 

A. No, I don't think so. You are thinking of 
my use of the term? 

on Yes. 

A. Yes, that is right. 

Q. Because the term is used by economists in 
considering, for instance, taxation problem®<- the 
ability to pay as it relates to the whole general 
question of taxation. Is the term used in a different 
sense than the expression “ability to pay" as you 
were using it with regard to transportation problems? 

A. Yes. To illustrate, I think I used the 


term as a peanut vendor would use it in deciding how 
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many bags he would sell at 5 cents or 10 cents. He 
doesn't go into the sociological conditions of the 
buyer of the peanuts. He is only interested in the 
number of bags he moves at various $eieg.” 
THE CHAIRMAN: Before you leave that, 
Mr. Cumming, you might follow up with value of service. 
MR. CUMMING: Oh yes, I am sorry. 

Q. I had asked you if, along with these terms, 
we could have your definition of "value of service" 
as well? 

A. Well, I think of value of service as being 
the entire complex of factors at work. One of the 
problems in rate-making is that, unlike the little 
peanut vendor, he can't experiment day by day and see 
how many bags he sells at 5, 7 or 2 forl15. A 
regulatory agency, such as the Interstate Commerce 
Commission, or even the traffic manager of a railroad, 
can't putin a whole series of rates and change them. 
monthly to determine the elasticity of demand. He 
has to make a market analysis and appraise the factors. 
When you talk of value of service, I think that brings 
in broadly all the considerations, but I am not sure 
that it brings in sociological considerations, except 
that they may affect the movement of the traffic. At 
various times there has been a listing of these 
factors: the value of the article, the ability of the 
article to move by other forms of transportation, its 
rate relationships to other traffic or like traffic; 


they all enter into the picture. It is the whole 
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complex of economic considerations. 

Q. It is perhaps the broad generic term, and 
these two other expressions, "ability to pay" and 
"elasticity of demand for transportation service" which 
I take it are used interchangeably, form a part, 
however important, of the value of service principle 
that you are talking about? 

A, Yes, the elasticity of demand, you might say, 
is the delicate tool that conceptually you work with 
in setting rates. For example, in setting rates on 
coal I am quite sure that long hours of determinations 
have been made on both sides -- both shippers and 
carriers -- in arriving at rates which will, to the 
carriers, yield maximum contribution to their revenue 
needs. I am sure large mal-carrying roads which earn 
anywhere from 243 to 9 per cent have one factor in 
mind: what will maximize their contribution toward 
their required revenue needs? When they themselves, 
as some of them are, such as Pennsylvania and B. and O. 
at the present time, are experiencing certainly lower 
rates of return -- well below their costs of capital -- 
they are necessarily under pressure to find that 
level. The coal industry has tried to arrive at 
value of service determinates, and I have put in a 
great deal of testimony about value of rail service 
to coal, which leads me off into an analysis of the 
potentialities of substitution of other fuels for 
coal, and I have referred to it as a value of service 
element. The threat of foreign oil, the impact of 


the gas pipe lines, and the dumping policies of the 
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A long distance lines have all been evaluated. So, 
2 those get into the broad factors which really. «i 
3 


suopose, constitute a market analysis in the long-run 
4 pro jected 


of what will be the effect of certain rate/increases 
5 on the movement of coal; or, to the contrary, what 
6 would be the effect on volume if the coal rates were 
7 changed -- increased or decreased. The carriers = 
8 upward or downward adjustments on the situation you 
9 find in various areas. 
10 COMMISSIONER MANN: Dr. Edwards, there was 
11 an exhaustive discussion in D.P. Locklin's "Economics 
12 of Transportation" about the value of service concept. 
13 Do you think this generally sets out what you would 
14 say if you were asked to discuss value of service? 
15 THE WITNESS: Yes, I think his writings on 
16 rail transportation economics are about the best that 


have ever been written. I am a vast admirer of 
Dr. Locklin. 

MR. CUMMING: Q. Would this be a fair 
statement: to be precise, the management tool, perhaps 
the rate-maker's tool is elasticity of demand, not 
value of service or ability to pay, except to she 
extent "value of service" and "ability to pay" are 
substitutes for the term "elasticity of demand"? 

A. No. Did you say value of service is a 
substitute for elasticity of demand? 

Q. Yes, I did. 

A. No, I didn't mean to say that. If I-had:-- 
well, if I were the rate-maker and were making rates 


on this grain, we will say, and I assume that the 
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upper limit of what the traffic would bear or the 
amount that would continue to move would be comparably 
hich, and at higher reaches of rates -- in other words, 
an inelasticity of demand -- and I mentioned it 
yesterday -- I might be tempted to climb up to 120 
or 130 per cent of fully distributed costs. In fact, 
I would be tempted to climb as high as necessary to 
bring my rate of return in harmony with the cost of 
capital to the end that I would have established a 
financial integrity of the railroad, and my securities, 
particuarly the equity securities, would no longer 
be selling at 50 cents on the dollar but would come 
back to some parity -- the book investment has been 
made in good faith. But, as you rise up the scale 
you reach the problem of rate relationships. Ina 
way the value of service concept, within it, has 
certain limitations. Mr. Roberts has dealt with rate 
relationships and historic rate relationships, and 
if you break through that ceiling you are going to 
really get a full return from this traffic. You have 
certain limitations under those general rate-making 
considerations. You can't tear your rate structure 
apart too badly on one commodity; the word "captive" 
has been used, where they are out of line with other 
relationships. 

Q. Then, may I put it this way: that value of 
service -- what I am suggesting is that this may be 
a fair and short summary of your description of this 
problem -- that value of service is equal to the 


elasticity of demand plus the position in the rate 
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structure of any particular rate? 

A. I think that is very well stated. I could 
have saved myself a great deal of effort if I had bailed 
it down into five words, 

THE CHAIRMAN: Doctor, the making of rates -- 
if the concept of"costs of service".were applied, how 
would the railways live? 

THE WITNESS: If the concept of . myer? 

THE CHAIRMAN: Cost of service. 

THE WITNESS: If that were applied, how would 
the railroads live? 

THE CHAIRMAN: Yes. 

THE WITNESS: Well, I think I testified that 
they probably would not live. It is like the pricing 
in any commercial enterprise. You don't get the same 


margin of profit in a department store down in the 


‘fertilizer department as you get in the jewelery de- 


partment. T am sure the same margins are not earned 
on all the gamut of goods. 
THE CHAIRMAN: There is not the same mark-up? 
THE WITNESS: There is not the same mark-up. 
MR. CUMMING: Q. I would like you to look 
at the Canadian Pacific Railway's submission, Exhibit 
47, and I am drawing your attention particularly to 
paragraph 61 on page 19, where it says: 
R The solution to the problem of fixed 
statutory rates for grain and grain products 
moving to export positions in western Canada 


would present no unusual difficulty if the 
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, agricultural economy of western Canada were 
in a position to pay a just and reasonable rate 
for transporting such traffic." 

I take it that the expression "ae the 
agricultural economy of western Canada were ina 
position to pay" is a reference to the ability of the 
grain trade to pay, using the term "ability to pay" 
in the sense that you have been using it in our dis- 
cussion this morning? 

A. I would say yes. 

Q. Then, this exhibit goes on to recommend a 
solution, with which you are of course quite familiar. 
Would it be fair to say that the basis of that solution, 
er perhaps inherent in the recommendation of the 
railway that the solution take the form it does, is 


either a finding or an assumption that grain has not 


the ability to pay a higher rate? 


(Page 12917 follows) 


. dt ost E fP 

ond tr" pennies Soe - iL | 

. ee Pp 7 et 
spt ate sbsinaD jew To wrosto0S * SenstiwotTgs ” 1 

Sid te qrttida oft ot eoaemeter 8 et “sq of ae T “4 

Wyeq. oth yotizds" artes /oetib antes wd oF oben? eteTs 


i 


“grb ano aa jt ately ased) avsd voy tedd esiea edt ath 
?sabmrrom atts aoknene 


«BBX bhai bisow I vA 
B Ori giintOD 6% o? ho sees tidiixe Sint or: ae Bo 
datison’ etiyp seTves To sa YOY doicw ddtw- wottefos 
Holiulos jadi to atead edt Jaf yea Ob abet ed St Bisa, 
aad ‘to notishaemmoces add at toenotint equdueq 20 
ef .wecb If ortot ent re solduLoe sda tant gewlise 
jon asgr nists vert Holdarueak fis x. gafbolt o agttle 


facet rsdetd's yaq od yWrlids snd 


‘Cawellot TLS east) 


* ba 


7 ’ 7 a 


“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12917 
TORONTO, ONTARIO (c ing ) 


A. Now, you are asking, if I understand a ie 
if this proposal in its entirety, including the reliance 
on some payments from the Dominion government -- that 
is in your question? 

Q. Yes, that is in my question. Just to be 
precise, what I have in mind particularly is that as a 
part of the railways' recommendation solution the 
rates charged to the shipping farmer remain unaltered? 

A. Yes. Well, I would say that the ability 
-- the effect upon the shipping farmer has been appre- 
clated, and it has been, I am sure -- the belief, I am 
sure, is held that the rate would be some hardship upon, 
you might say, marginal farmers, and the extent to 
which -- I am not in a position to say what that would 
be; I don't know whether the C.P.R. and C.N.R. have 
endeavoured to evaluate that. 

Q. Dr. Edwards, when you say that the problem 
has been appreciated, can we take it, having regard to 
the solution that has been advanced, that the measure of 
that appreciation, as in the railways' view, is that the 
rate ought not to change as far as the farmer is con- 
cerned one iota? I suggest that follows from the 
solution that is recommended. 

A. yes, that is implicit in the proposal. 

Q. And when I asked you Wai ere about this 
expression in paragraph 61 about the economy in western 
Canada being in a position to pay, as lI understood your 
answer, that was used in the same sense as the term 


"ability to pay" has been used in this discussion, that 
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(Cumming ) 

is as being interchangeable with elasticity of demand 

for transportation service? 

A. Yes, I would say it would be. I would 
read that into that, those words at this time, yes. 

Q. So then the measure of the railways! 
appreciation is one related to the transportation pro- 
blem rather than what might be generally described as 
considerations of welfare economics? 

A. Well, I wouldn't say they were unrelated 
to the welfare economics, It may be that some others 
on the staff of the railways could better answer that 
question than myself. 

MR. SINCLAIR: I think Dr. Edwards might be 
told that this was written by a lawyer. His name is 
on the last page of it. 

THE CHAIRMAN: Which is? 

MR, SINCLAIR: Mr. Wright and Mr. Sinclair. 

MR, CUMMING: My friend sometimes complains 
in respect of his colleagues. I am not examining Mr. 
Sinclair. I am just trying to ask these questions of 
Dr. Edwards, if he is in a position to help us. 

Q. What I am concerned about here, Dr. 
Edwards, is this, that when we were talking about para- 
graph 61 and this business about ability to pay, as I 
understood what you were saying, that consideration is 
addressed to the transportation aspect of a grain 
problem, that it is addressed to the elasticity of 
demand for transportation service, and it was because 


the railways had come to the conclusion that the grain 
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* ANGus, STONEHOUSE & CO. LTD, Edwards, cr-ex 12919 

. ONTARIO ator i My 
farmer couldn't pay any more that the solution took this 
other form? 

A. Well, the technical man who would con- 
struct the rate would probably use it ina nance sense, 
but you can't evaluate elasticity of demand for 
transportation in a vacuum, you have to consider what 
enters into that, and behind that elasticity demand 
for transportation is the consideration of the economic 
factors that support that demand and of productive 
power and the continuation of the markets. So that 
the economic conditions of the grain grower must be in 
mind to some degree, must have been in mind to some 
degree in the making of this proposal. Of course, at 
the back of this proposal was, I suppose, the fact that 
the grain now enjoys a rate of about half a cent a ton~ 
mile, and that rate permits western Canadian grain to 
move into the markets necessary to it, which means 
world markets. So you have a sort of, I suppose, if 
you are going to move the amount you are now moving, a 
pretty tight market mechanism for the half a cent a 
ton mile freight rate, when taken with other transpor- 
tation costs involving delivery of wheat to otuer 
countries where it meets competition from other grain- 
producing nations. Having that in mind, then the 
present half a cent a ton mile rate does have the im- 
portant consideration that it moves this volume of 
traffic. It works, vOukans 
Now, in the United States you have a wholly 


different set of conditions whereby the grain can move 
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| (Cumming ) 
at the commercial rates, so if the rate was changed from 
one-half cent to one cent, there is a problem of the 
effect of that rate on the price of wheat att the 
farmer would receive, Wheat prices are not made on 
the farms of Canada, they are made in the foreign mar- 
kets, and those prices back up to the farmer who is the 
residual receiver of the revenues received in Europe 
after you have met all the intermediate costs of . 
delivery to Eruope. 

Q. So I take it it must follow from that 
that when in paragraph 61 they are talking about the 
position of the economy to pay, that goes beyond the 
rather narrower use of the term "ability to pay" as a 
mere matter of elasticity of demand, but it has some 
of these considerations of what I describe as welfare 
economics in it as well, these matters that you have 
been discussing? 

A. yes, I would think it would have. When 
you make broad rate structures you have to. look to the 
effect of those rate structures to some degree, the 
effect of those rates on the economics of the area and 
their ability to generate the traffic; they can't be 
out of mind, 

THE CHAIRMAN: And world competition, Dr. 
Edwards? 

THE WITNESS: Oh, yes. 

THE CHAIRMAN: Give-away programmes of your 
own government and of the United States? 


THE WITNESS: That is right. The United 
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“ANGUS, STONEHOUSE & Co. LTD. Edwards, cr-ex 12921 
TORONTO. ONTARIO (Cumming ) 

States, I am sure, has entered into very heavy sociolo- 

gical considerations in arriving at parity prices and 

the tremendous grain supports by the federal government, 

The Canadian farmer is up against that in world markets. 

MR, CUMMING: Q. It goes beyond the sociolo- 
gical stage; it may be political there. 

MR, SINCLAIR: Well, I don't know if he 
should answer that. He has to return to the United 
States. 

MR. CUMMING: Q. I take it that what you 
have been saying is that a reflection of these larger 
considerations must be so, because if this solution 
were based solely on the elasticity of demand for 
transportation services in a rather narrower sense, then 
would it not follow that the solution proposed assumes 
a totally inelastic demand for transportation by the 
grain trade? 

A. The substance of your question assumes -- 

Q. It is a long one. 

A. yes, it is a long one, just like some of 
my answers, 

Q. If what you have been telling us in answe 
to my questions and in answer to questions by the 
Chairman, that this consideration or this proposal set 
out in paragraph 61 was not the result of all these 
additional considerations, if it were confined to a 
demand for transportation service alone, if that was 
the narrow basis of the statement in paragraph 61, would 


it not follow that the solution suggested assumes a 
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. (Cumming ) 

totally inelastic demand for transportation service in 

the grain t rade? 

A‘ No, 

Q. I don't know whether I have done any 
better that time or not. 

A. Well, you are talking about the perfectly 
inelastic -- you are asking here -- is this right? -- 
that this proposal contemplates the perfectly inelastic 
demand --- | 

Q. I am putting that suggestion for this 
reason, that as it appears there is a statement in effect 
that the agricultural’ economy in western Canada is not in 
a position to pay any more, Now, if that meant that 
it had no ability to pay any higher freight rate than 
it is presently paying, doesn't that mean that the 
demand is inelastic -- oh, I am sorry, elastic. Bi 
have the curve going the wrong way -- totally elastic, 
the curve would be flat and the traffic would dry up? 

A. No, I don't think it assumes that the 
demand is elastic, perfectly elastic, and would dry up. 

I think there would be -- you see, now you are asking me 
the question: does itnot assume trat no 'traffic at all 
would move if the rate proposal were to the effect that 
the rates paid by the farmer were, in effect, absorbed 
by -- were one cent a ton mile, then no grain would move. 


{ 
Now, that is your question? 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex, 12923 


TORONTO. ONTARIO (oumasag ) 
- Q. That is in effect the position, yes, based 
2 on the statement. 

: A. Perfectly elastic. That no grain weala move, 
? put it that way. No , I am sure the grain weutd con- 
: tinue to move. To me it might mean the grower would 
3 receive less. 

: THE CHAIRMAN: Or quit raising wheat. 

g THE WITNESS: Or quit raising wheat or turn 
z to livestock or change his economy. If he did not 

ee raise wheat he would have to do something, it is 
Pi) evtigusP atatewae iwownad'r aatal te thetextdnt dist 

- he stopped raising wheat. 

e MR. CUMMING: Q. I am sorry, I don't actually 

is know who 8 interrupting who. Did i interrupt you, 

2 sir? I did not mean to. 

s A. Well, I raised the question to our people 

Wy that if the farmer ase one cent a ton-mile what does 

i it amount to in terms of the price of a bushel of wheat; 

or, better yet, if he absorbed it, what would be 

20 


the percentage reduction in his"take home" pay at the 
end of the year. The statistics are not clear to me 

now, but it may have been the measure of 10 to 15 per 
cent, but I stand to be corrected. 

But for the purposes of your illustration, 
4f he absorbed that entire increase, then the question 
would be: what would the grower of wheat do if 
threatened with some proportionate loss in his annual 
income? Well, I think here it would be as high as 


8 per cent per bushel of wheat. 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex. 12924 
TORONTO, ONTARIO 
(Cumming ) 


MR. SINCLAIR: Twelve cents on $1.50 at 
Regina, that is where they would come. 

THE CHAIRMAN: Why take Regina? 

MR. SINCLAIR: Just seemed a gdod place to 
take, mid-point, where the rate is 20 cents on a 
hundred, 12 cents a bushel. 

MR. CUMMING: Q. I was wondering, Dr.Edwards, 
if you could tell us what tests or studies the railways 
made to reach the conclusion set out in paragraph 61 
that the economy in western Canada is not in a 
position to pay a just and reasonable rate. I raised 
my vdce, Dr. Edwards, That was a question. 

A. I thought you were about to carry on. 

Q. No, I will leave it at that for the 
moment. 

A. Well, I don't really know if I can 
give the full answer to that. I suppose one would have 
to be a Canadian and live with the facts of life in 
Canada for a period of time as a transportation 
economist, to fully appreciate all the facts they might 
have considered and their considerations behind this; 
but it would certainly create the least shock, if we 
might call it that, this 8 per cent factor, to the 
grain growers if the program pursued were followed. 

It would be the least unsettling thing to do. 

Q. Is your conclusion arrived at, Dr. 
Edwards, on a basis of broad judgment,or do you know of 
any economic tests, market suntayal oF anything that 
the railways may have done --? 


A. No sir. 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex, 12925 


TORONTO, ONTARIO (Cumming ) 

1 Q. To base this conclusion upon? 

2 A. No, sir. I should have answered that 
3 wav in the first place, that is right. 

4 Q. And similarly -- 

5 A. Imight say -- might I carry on? -- 


6 that this determination of the rate considering value 


~ 


of service considerations, as they came out of the 
8 traffic department's office, and the question of what 
9 considerations had been made, would be most properly 
10 addressed to Mr. Roberts on that score or possibly 


il Mr. Crump. 


12 Q. Just as a companion to that I was 

13 wondering -- and I suppose the answer would be the 

14 same but perhaps we might have it on the record -- were 
15 there any tests made to demonstrate that the 

16 demand is elastic or is inelastic, or to measure the 

17 elasticity of demand in any way for transportation 


18 service by the grain trade. 

A, To my knowledge not. You are thinking 
of the setting up of a demand scedule? 

Q. Yes. 

Aa Except the consideration that -~ I am 
sure there was a belief that substantial volumes 
of grain would continue to move.and if there were no 
relief and the carriers simply sought to make the 
rates on a laissez faire application or free 


market conditions. 


Q. If the elasticity of demand and the 


position in the rate structure were the sale con- 


siderations -- that is, forgetting about the social 
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or economic problems of the prairie farmer -- would 
the rate be increased? 

A. He has not raised his vdce yet. 

Q. That happens to be a question mark. 

A. All right, yes, pardon me. I thought 
you were getting consultation to carry on. I suppose 
it would. The possibilities are there. Of course you 
have an Act of Parlament against you. 

Q. Perhaps I should have included the 
suggestion that you forget about the Act of Parliament 
as well. 

A. And you are asking me to give my 
interpretation of what would be done? 

Q. Yes. 

A. I am not speaking out of the mouth of 
Mr. Roberts. 

Q. No. 

A. Why, yes, indeed. I would certainly go 
immediately to out-of-pocket costs, and then I would 
add some increments above that which, considering the 
volume of this traffic and the carrier's need for the 
funds, the low rate of income, I would want 73 cents, 
and then I would certainly seek -- 

@.wouTs millss? 

A. 74 mills., and I would certainly seek 
something close to what is being proposed here. 

Q. As I gather from what you were saying 
yesterday, Dr. Edwards, volume 72, page 12804. 


MR. SINCLAIR: That question that is referred 
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to there, that is the answer to the question but the 
question is some pages before, they tell me, page 
12290. The reporter starts: "Reporter reads" and 
he read it, I think. Maybe it would be better to 
read the question and the answer together. 

MR. CUMMING: Q. Yes, I think perhaps in 
the middle of the page, what was being discussed there 
was this. Mr. Frawley put this to you. 

; Q. Why don't you assume the opposite, 
Dr. Edwards? Just leave it to the farmer out 
there to pay the rate. Make the proper rate 
that the farmer is willing to Sere? 

I think I can skip out what is in between. 

COMMISSIONER ANSCGMB: Did he use the 
words "willing to pay"? 

MR. CUMMING: The word is "willing" to pay, 
in the transcript, Mr. Commissioner Anscomb. 

MR. SINCLAIR: I think he clarified that. 

MR. CUMMING: Q. I was not putting any 
particular stress on willingness or unwillingness. 

I do not think it is the real consideration. What 
I had in mind here, Dr. Edwards, was really ony the 
part of your answer in which you said at page 12804: 
; I would contemplate that there would be 
possibly some loss in traffic; there would be, 
no doubt, some hardship on the shippers that 
does not now exist in bearing that rate. 
There mist be some play around that present level’. 


And so on. I take it from the tenor of your answer, 
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TORONTO, ONTARIO (Cumming ) 
1 
Dr. Edwards, that you would not contemplate a very 
2 
substantial falling off in the grain traffic if the 
3 
raves were to rise to the level which you say it 
4 : 
should be normally be set at on the basis of con- 
3 
ventional principles? 
6 
A; In making this answer I did not give 
7 
contemplation to the specific amount that would be 
8 
moving, but if the total effect of this is an 8 per 
9 
cent decrease in the take-home earnings of the farmer, 
10 
I would not contemplate that there would be a great 
11 
increase. 
12 
I know agricultural prices in the United 
13 
States fluctuate more substantially than that from 
14 
period to period, and some of the fluctuations have 
15 
promise of being long continued, but I have not been 
16 
aware of any heavy exodus from the farms or diminution 
17 
in the utilization of the farms for the crops presently 
18 
being raised. 
19 
Qe Then does t follow from that that it 
20 


is assumed that the demand for transportation service 
in the grain trade is relatively inelastic? Just to 
finish it, when you say that a rise of the order that 
is involved would not lead you to expect any serious 
declhe in the traffic offering, I take it from that 
(I want to know whether I am being fair in this) that 
you are assuming that the demand for transportation 
services is relatively inelastic. 

A. I would be inclined to believe so. You 


might find the point you could go to maximize your 
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TORONTO, ONTARIO feusmin® ) 
1 

contribution, I suspect well above one cent 
y potentially. 
: At the present time, of course, you are 
2 hauling it at an out-of-pocket loss. By’all the 
; principles you would be better off if you did not 
° haul any of it. 
7 Now let us move up to the out-of-pocket 
3 Level of 74 mills. Now, as between the volume 
’ moving at a break-even point, which contributes 
i nothing to your burden, and a factor of 10 mills., 
11 


even though you lost half the grain, it is just a 
matter of arithmetic: you would be better off at 10 
mills. than you would be at 73. 

In that shifting between 74 mills. and 10 
mills. we are working in an area that has closed 
half the gap between 5 mills. and 10 mills. , 

I think the results would support something 
at least up to 9, 10, 11 or some mills. In other 
words that is a relatively narrow margin to cause 


sharp changes in the economy of an area. 
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Q. Having in mind the relative inelasticity 
of the demand the rate that the rate maker might fix 
on the application of these conventional principles that 
you have outlined to us, and particularly having regard 
to the inelasticity of the demand, might conceivably go 
well above the cent per ton mile? 

A, I can conceive that it would; yes, I can 
conceive that it would. The movement might do that, 
yes. 

Q. Without having a significant impact on 
the traffic? 

A. Yes; you have that situation on domestic 
grain that moves at rates of 20 mills. per ton miles; 
it appears to move freely. 

Q. And that might be the level at which the 
export grain, apart from other considerations, could be 
set? 

A. I find it difficult to answer that ques- 
tion. You say "apart from other considerations." 

There are a tremendous number of "other considerations." 

Q. I appreciate that. 

A. Yes. 

Q. Well, does it follow from what you say 
that the proposal of the railways really arises from 
social-economic considerations -- that is, consideration 
of the economic situation of the western farm economy -- 
rather than rate making consideration? I am saying 
"the proposal, " Dr. Edwards, so that there will be no 


confusion, I mean, inherent in that, the subsidy 
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1 

recommendation? 
. A, I suppose there are economic sociological 
; considerations in that proposal. 
; Q. Now, I am nearly through with this point, 
; but there are just a couple of further questions on 
’ this general matter. 
, Dr. Edwards, I want to put to you a hypothetical 
P case, Suppose that, as a matter of rate making judgment, 
io having regard to all these considerations like place in 
rr the rate structure, and all those factors, a rate 
2 maker were to conclude that the rate for grain moving 
13 to export positions should be, say, .8 cents per ton 
14 mile rather than the one cent level ache Suggested -- 
15 or rather than the level which would rate full ee ae 
16 cost-- and that the rate maker, in coming to that con- 
17 clusion, also considered that there would be no sig- 
18 nificant decline in the traffic; and then let us 
19 suppose, as well, that the railways! suggestion is 
20 that the rates actually charged to the farmer should 
1 not be raised, then would the basis of the subsidy which 
2 the railways seek be the difference between the 
23 statutory rate and the rate level which, on conventional 
24 rate-making principles, is a just and reasonable level, 
25 or should it still be the difference between the 


26 statutory rate and full cost? 
a7 Ke Well, of course, I would say... 


28 Q. I am not trying to interrupt you, but in 


29 fairness I might tell you that my next question is 


30 going to be the same question but instead of having 
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.8 cents revenue per ton mile I am going to substitute 


24 cents -- so that you can see what is coming, 
A. yes; you are testing out whether i Re 
in the application and consideration of the value of 
service factor. 
Q. Maybe you would like to have some time 


to think about this? 


THE CHAIRMAN: We might leave this until the 
afternoon for the answer. 

MR, CUMMING: Very well, Mr. Chairman, 

THE CHAIRMAN: Dr. Edwards, yesterday in 
your examination by Mr. Frawley there were a number 
of references to burden studies, Now, you would be 
familiar with the institution of the burden study in 
the 1cc, Can you tell us how long it took to prepare 
the original burden study? 

A. To get it rolling it took, I guess, a 
good two to three years -- between its inception and 
the time it first came out. 

Q. And others have been prepared since? 

A. yes, they are now prepared every year; 
and the study, we will say, for the year 1959 will 
probably be off the press in the fall of 1961. There 
is about one and a half years to operate in and to 
assemble the statistics and process them, and so on. 

Q. Now, do you know, or do you not know, 
whether it is the fact that with the C.N.R. in Canada 
they could not have the facts to prepare a burden study? 


A. No; it takes a great deal of work to 
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assemble the data and the movement of the traffic and 

so on for all commodities, 

Q. Well, do you know whether all the data 
is available -- the original data -- to he Canadian 
National? 

‘of I am informed by Canadian National that 
they do not have the currently maintained data to fill 
out the Rail Form A application; and you would have to 
apply the Rail Form A type of costing, using regional 
and territorial costs;you could never run a traced 
study as was done here, 

THE CHAIRMAN: Thank you, doctor. We will 


adjourn until two o'clock, 


---Luncheon adjournment. 
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ANGUS, STONEHOUSE & CO. LTD. Edwards cr-ex 12934 
TORONTO, ONTARIO (Cumming ) 


wee On resuming at 2.00 p.m. 


THE CHAIRMAN: Now, Mr. Cumming, you want 
those questions? 

MR. CUMMING: Yes, Mr. Chairman. My friend 
Mr. Sinclair was good enough to get one taken off 
by the reporter and it has just been handed to me. I 
thought I wailed just check it and then I could hand it 


to Dr. Edwards, because I think that would be easier tha 


trying to repeat what I said before. 


Q. Yes, Dr. Edwards, that seems to ring 
a bell in any event. Then you can have my last 
question to you before you. Perhaps, Dr. Edwards, 


you would be good enough to read it from the note that 
is there and then I won't endeavour to repeat it. 


Then we can have your answer. 


A. Shall I read it aloud? 

Q. I will read it to you and then we can haye 
it again. My question was this, Dr. Edwards. I 
want to put to you a hypothetical case. suppose 


that as a matter of rateemaking judgment, having regard 
rate 


to all these considerations like place in the 


structure and all those factors, a rate-maker were te 
conclude that the rats for grain moving to ¢2x ort 


4.2 4 ee Q snike ner 
positions should be, say, .O cents per 


than the one cent level at is ABSestea —= 
ae Pp ee, =. ~~ 5 > At at 
than at the level which wouid be ylly alist IGE 


cost -- and that the rate.maker in coming 
conclusion also considered that ther 
decline in the traffic. Then let us suppose as well 
that the railways! suggestion is that the rates actually 


charged to the farmer should not be raised. 
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(Cumming ) 
would the basis of the subsidy which the railways seek 
be the difference between the statutory rate and the rate 
levo? which, on conventional rate making principles, 
is a just and reasonable level, or should it still be 
the difference between the statutory and the full cost? 
As The subsidy would be the difference 
between the statutory rate and the determined just and 
reasonable level. 
Q. Then I indicated to you that my next 
question would be the same question, save that as a 
matter of rate making judgment, the rate—-maker coneluded 
that the proper rate should be, let us go as high as, 


23 cents per ton mile, and all the other factors are 


the same. Then what would be the basis of the subsidy? 
A. The answer would be the same. 
Q. That is to say, that consistent with 


that proposition and even if the just and reasonable 
rate on that basis were substantially in excess of 
fully distributed costs, that the subsidy which, on 
this basis, is sought, would be the full amount of the 
difference between the statutory rate and that just 
and reasonable level above full cost? 


A. Yes. 


Q. I see. Now, Dr. Edwards, I go on 
to something else, and I refer you to some port.ons 
of your memorandum of evidence, the precis, which was 
put in by you before Christmas. I rerer you 
particularly to page 2 in your second paragraph where 
you say: 


"The basic consideration from an economic 


standpoint is that a large segment of 


traffic, such as western grain moving 
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| 
to export positions, should not be 
4 a burden on other traffic. To 
3 avoid being a burden on other traffic 
4 or on the railways, the revenues - 
5 received from this large segment of 
6 traffic cannot be appreciably lower 
» than the total cost." 
3 I am wondering, sir, if you can 
5 give us some idea as to what a breaking point is at 
nich a segment of traffic is small enough to permit 
- rates to be charged which do not include a fair Sees) 
i of constant costs, that is to say, on this reading, 
12 means, I suppose, what constitutes basic traffic? 
13 ey Have I used the term “basic traffic" 
14 or the "basic consideration"? 
15 Q. You said "basic consideration" but here 
ie you are talking about a large segment of traffic, and 
we have heard other witnesses for the Railway say that 
- one of the reasons why the level should be as high as 
= is proposed is that the grain trade is basic to the 
» plant. 
a0 MR. SINCLAIR: Grain traffic. 
21 MR. CUMMING: Q. Or the grain traffic? 
22 A. I would say that no traffic should 
23 burden any other traffic in the sense that the rate 
24 should be just and reasonable in that they cover the 
95 out-of-pocket costs, and that the margin above out- 
of-pocket costs be based upon these factors we have 
26 
been discussing this morning; and the greater the 
2h 


volume of traffic constituted by the commodity we are 


28 discussing, the more important it is that its rate be 


29|| properly adjsuted, considering all pertinent economic 
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considerations such as we discussed earlier. 
2 Q. Now,Dr. Edwards, let me ask you this. 
3 Is this principle which you enunciate in the paragraph 


4 that I read to you, really confined to large segments 


5 of traffic, or would it apply to what might be 
: described as small segments of traffic? 

A. It wuld apply to small and large segment 
Be ier creteic. | 
y Q. Is there any flexibility? 
9 A. Economically there is no flexibility 


10/ in the sense that the rate should be properly adjusted 
11 to rate-making factors, that is the substance of what 


12 I am saying, whether the movement be big or large. 


18 Q. Then whether the movempnt be big or 

14 large, would it be fair to say that any segment of 

Ae traffic, whatever its size, which returns no more than 
out-of-pocket expenses or perhaps just a very little 

° bit more, or in any event falls short of full cost, 

17 


whatever that may be, would it be fair to say that any 
18 such traffic isa burden on other traffic? 


19 A. If it is below the level of the rates 

20 determined by proper rate-making considerations. Did 

11 you imply that any rate below fully distributed costs 

s was burdening other traffic, was that your question? 
Q. That was not my implication, that was 

. my quéstion, Dr. Edwards? 

x Ae No, a rate below fully distributed 

a costs if that rate properly reflects the cost and 


26 value of service considerations, is not burdening other 
Jif traffic. 
28 Q. But if it is a very large segment 


of traffic, then in order to avoid being a burden on 
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other traffic the revenue, as you say, cannot be 

appreciably lower than the total cost? 

AL No, and in using the term here "cannot 
be appreciably lower than the total cost" -that was a 
statement that is predicated on the facts that in 
this grain case the just and reasonable rate as found 
by Mr. Roberts was one cent a ton mile, and the costs 
we found were slightly above that level. Then my 
conclusion would be that the rate in this case cannot 
be much below, appreciably lower than costs we found 
in the study, but that that conclusion is predicated 
upon the finding of the level of the just and reasonable 
rate which coincided closely with the full cost. 

THE CHAIRMAN: Mr. Mann. 

COMMISSIONER MANN: Mr. Edwards, can you 
then say generally that the larger the traffic, the 
larger the portion of the traffic is to the whole, the 
more closely it must approach total cost? Would 
that be a fair way of saying it? Is there a. direct 
relationship when you reach total cost of the size of 
the traffic in relationship to the whole? 

A. Well, the carrier's reliance upon that 
traffic is very very great, if it is a very large part 
of the whole; but if it could be demonstrated that that 
traffic would make an even greater contribution to the 
carrier's burden at 10 per cent below the fully 
distributed costs then at the old earnings, 
then that rate should be 10 per cent below the fully 
distributed cost for that tied in to all the proper 
rate-making considerations. 

COMMISSIONER MANN: I understand that, but 


you see, you say here on page 2 of your precis: 
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"To avoid being a burden on other 

traffic or on the railways, the 

revenues received from this large 

segment of traffic cannot be apprec- 

iably lower than total cost." 
So you are tying the size of volume of this traffic 
to the concept of total cost. Now, my question is 
simply this, Dr. Edwards. Does not that depend on 
the size of the universe you use? This is what Mr. 
Cumming, I think, was asking as well, How far down 
can I scale this? Supposing a segment of traffic 
is large in relation ce a Similar universe. Do 
you then come to the same conclusion that that large 
segment should return not less than close to total 
cost, would you go that far? Where do you cut 
off your size, where do you stop? 

A, I do not draw a line anywhere in the 
terms of size. | 


COMMISSIONER MANN: Let us take it down to branch line 
A. The point is, if the traffic was a 


very large part of the traffic of an area as a whole, 
indeed, if it were 100 per cent of this traffic, then 
when you constructed the full costs and found that 
the full costs discouraged traffic severely, then you 
would have to drop back. You would be better off 
dropping back to the level that would maximise the 
contribution. 

COMMISSIONER MANN: Would it be less 


than total costs? 
A. It would be less than total costs. 
COMMISSIONER MANN:. Might it be considerably less than 
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total cost? 
. A. Yes, indeed, 
COMMISSIONER MANN: Might it be just slight1 
above out-of-pocket? : | : 
A, Well, in principle it might be above 
out-of-pocket. Of course, if it is above out-of 
pocket the carrier would be quickly in bankruptcy 


and would be unable to meet all its fixed costs and 


=) oo ~ a wm o> &® &S 


that portion of its payrolls that were in the constant 
cost category. It would pass out of existence. 

| COMMISSIONER MANN: Thanks very much. 
COMMISSIONER ANSCOMB: Just go broke? 
THE WITNESS: ‘Yes, just go broke. _ 

MR. CUMMING: I think Commissioner Mann 
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has. covered the remainder of the points I have on 


i 
oe 


that. 
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COMMISSIONER MANN: I am sorry. 
MR. CUMMING: So I will go on to something 
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else. Further down this page you refer to the 
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selection of the year 1958, and you say that the year 
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1958 is a representative year. I was wondering if 


& 
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there are any factors about 1958 which might reduce its 


value as a representative year for this study? 


Page 12944 follows 
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A. Well, the railroads people thought not. 

Q. You see, what I was concerned with, Dr. 
Edwards, is this: in the year 1958, the volume was 
13.6 billion ton-miles, as compared to a 10-year average 
billion ton-miles, apparently a billion ton-miles over 
the 10-year period average, and I wanted to put this 
to eee in the light of that consideration. This cost 
study shows a deficit to the railways from the move- 
ment of grain of the order of half a cent ton-mile. 

A. Yes, sir. 

Q. That is generally the result of the study. 
Now, could it be said that by taking a year with a 
billion ton-miles more than the average grain movement 
there is an overstatement of what could be expected 
to be the ordinary costs of the grain traffic. | 

A. No, I don't see that. If you have more 
traffic, you have more cost and you have more revenues. 
I don't follow the overstatement. In fact, if you 
had a billion more ton-miles of grain and that carried 
through into the total system-wide traffic, a billion 
more ton-miles because of that, you would be taking 
your constant costs and splitting them a little finer 
because you had a greater volume to spread the constant 
costs over that particular year. 

Q. I was working backwards from the result of 
the study in this way, Dr. Edwards, and it may be a 
complete misapplication, and if it is you can tell me 
and we will pass on. If there is a loss to the rail- 


ways of half a cent a ton-mile, and you have carried 
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2 an extra billion ton-miles of grain traffic, there is 


3 $5 million of loss. 


4] - A. You mean the total dollar loss? - 

5 Q. Yes, the total dollar loss, 

6 A. Yes, the total dollar loss. would be greater. 
i Q. So with that in mind, I am just wondering 


8 whether, having taken a year which is apparently 
substantially above the average year so far as volume 
of grain traffic is concerned, we see a picture of a 
larger loss than the railways: are normally faced with 
in handling this traffic. Do you see the point I am 
getting at? 

A, I see your point, but to me it is a mis- 
application. The critical thing here was if the 
loss was 5 mills, say, per ton-mile and you say, well, 
the more traffic you handle the greater the dollar loss- 
but the rate relationships here are geared in the study 
to the relationship between half a cent and one cent, 
and if you had a billion more ton-miles to distribute 
the constant costs over, the unit cost would tend to 
shrink because of that, slightly less than you would 
otherwise find, because you are distributing fixed 
costs over ton-miles of traffic. 

Q. Of ‘course, you get the complete reduction 
on the variable costs, but, as you point out, the 
fixed cost is spread a little thinner. 

A. Instead of it being 5 mills loss, if you had 


a billion ton-miles less of traffic, that' out-of- 


pocket loss might not have been 5 mills, it might have 
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been 5.1 mills -- I mean the loss in reference to the 
3 total cost, the 5 mills overall loss. 

4 Q. The costs that were used in the study 

5 average over a 3-year period adjusted, as Mr. Stenason 


a has told us, to the 3lst of December, 1958. 


7 A. Yes, sir. 

8 Q. Are you satisfied that the years 1957 and 

9 1958, taken together as group years, are representative 
10 from a cost point of view? 

11 A, I would believe them to be so, yes. 

12 Q. Were any tests made to establish their 

13 representativeness, if I may use that term? 

14 A. The carriers gave consideration to that, there 


15 was discussion on that well over a year ago, and there 
16 was a feeling that those were representative for the 


17 expenses used. 


18 Q. I take it in your capacity as a consultant -- 
19 A. I was satisfied. 

20 Q. You were satisfied? 

1 A. Yes, indeed. 

22 Q. Did the railways, in checking out their 


23 cost study that they conducted, do analysis for the 

24|| individual years in that period to compare the results? 
25 A. The carriers used the three years, they did 
26 test the individual years. The three-year period was 
27 taken into the regression analysis in its totality. 

28 They could not have gone back, I am informed, earlier 
29 if they desired because of the changed system of 


accounts. The three-year period was utilized for the 
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maintenance of way expenditures. 

Q. Would testing individual years entail re- 
running of the basic data -- at least reassembling it? 

A. Yes. 

Q. Then we can perhaps understand why it is 
not done that way. 

I want to turn to the question of empty car 
movement, Dr. Edwards. You speak of it on page 4 of 
your brief, and you say in the third paragraph there 
that empty car movement east of the Lakehead and 
Armstrong, Ontario, was excluded in calculating the 
cost of the grain movement. Was that what you 
would describe as an element of conservatism in this 
cost study? 

A. No, I wouldn't say it was necessarily con- 
servatism. It was an endeavour to localize the 
car movements applicable to the grain movements. thy 
you take the movement east of Armstrong, you run into 
certain problems that both railroads have movements 
from Western Canada, car load movements, that swing down 
into the United States west of the head of the lakes, 
travel south of the border, come back into Eastern 
Canada at transfer points, of course, to near Toronto 
or Montreal, and to run that cycle involves the tracing 
of the cars in the United States. You would have to 
pick up the loaded movement, too. 

Q. On page 5 you say: 

"As stated earlier, the development of empty car- 


miles charged to the study traffic excluded empty 
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car mileage on cars used in moving the Western 

grain crops to export position where this mileage 

occurred east of the Lakehead. In this there 
has been an understatement of the empty car-miles 
that could have been charged to the study traffic. 

In my opinion the method used to develop empty 

car-miles and gross ton-miles -- empty for the 

study traffic is conservative." 

I take it from the statement there that the con- 
servatism in the method of developing empty car-miles 
for this study was excluding empty car-miles east of 
the Lakehead, and I gather you don't really consider 
that to be an element of conservatism. 

A. At the time that was written it was the 
feeling that it probably was an element of con- 
servatism, because you would have a loaded movement 
coming down to United States connections west of the 
head of the lakes. That loaded movement terminates 
somewhere in the Eastern States. How far the load 
was carried without checking, we don't know. The 
car then cycles back into Canada, because there is 
a heavy out-flow out of the lakes and a heavy inflow 
of empties into Eastern Canada, and from Toronto and 
Montreal West you have a very sizable empty movement 
of cars tracing back into Western Canada. Now, it 
was based on that general flow of traffic and knowledge 
of that loaded and empty flow that the belief was held 
at the time this was written thatif we carried through 


these cycles we would find an increased empty returm 
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2 ratio. But until it was tested to determine it -- 
3 I can't be sure; I can't say without qualification 
4 that there was a statistical test of those cars traced. 


5 So I felt on looking this over that where I had used 


6 the judgment before and the judgment expressed to me, 
7 I felt I should qualify my statement. I might say 

8 in that connection that prior movement of empties was 
9 the test -- the Canadian National Railway ran a test 


10 of subsequent empty movements and found that the empty 
11 ratio, the ratio of empty miles to loaded miles was 

12 quite substantially increased if you traced sub- 

13 sequent to the unloading of the grain rather than 

14 prior to the loading of grain. I am not certain at 
15 the moment whether they traced those cars down through 
16 the United States on that cycle. No, I am informed 


17 they did not. 


18 MR. SINCLAIR: I think this question was raised 
19 once before, and maybe you would like to clear that 

20 up and put a figure on the record and it would save 

21 me re-examining on it. This was raised by some other 
22 counsel with some other witness. 

23 MR. CUMMING: Q@. I had some discussion with 


24 Mr. Stenason about it on May 13 in Volume 69 at 

25| pages 12295 and 12296. I am not just sure whether 

26 the test that he is referring to there is the same that 
27 you have just described. Perhaps I might read Mr. 

28 Stenason's answer and the question at page 12295, 


29 Volume 69. 


30 A. Mr. Stenason informs me that he has used a 
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pro.-rate of the empty miles against the loaded miles 


in the reverse direction. 


-~-Page 12954 follows. 
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Bee 


Q.° Yes; that is fine; then, I won't bother 
reading it to you, because that is what this answer 
says, and it makes it different, had they ened that 
test of 64 per cent empty movement as eratnst 57 per 
cent empty Her PNG 

A. yes that is right. 

Q. But that test that Mr. Stenason referred 
to is not, I take it, the same as the tracing of sub- 
sequent empty movement? 

A. No, it is not. 

Q. By which rallway -- or was it done by 
both -- was it... 

A. It was done by the Canadian National. 

Q. Can you tell us why the tracing of post 
empty movements results in a finding of more empty 


movement attributable to the traffic than the tracing of 


prior empty movements? 


A. The Canadian National's explanation of 
that is that the points at which the major volume of the 
grain is unloaded leaves the boxcar at relatively a 
more distant point from its next potential loading point 
where it can find a load; it has to travel further. 
That was the general explanation, 

Q. Would you expect that to be a condition 
peculiar to the Canadian National as compared to 
Canadian Pacific because of its somewhat rather more 
far-flung export points? 

A. I don't think it would be peculiar to 


Canadian National, because I believe the situation would 
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arise primarily at the head of the lakes, 

You have, of course, the export position at 
Fort Churchill which has some reloading -- vessels that 
take out the grain and bring in traffic -- but that is 
a small part of the whole; and you have Prince Rupert 
which has quite a high order of reloading, I under- 
stand, but that, again, I think, accounts for less than 
two per cent of Canadian National grain moving to 
export positions, 

So that substantially leaves you with the 
head of the lakes and Vancouver, and I believe that 
the Vancouver rate of reloading is eatery comparable 
for both railroads, 

Q. Well, may I just ask you this: In your 
opinion is there a case to be made for the charging of 
any particular movement of post empty movement as 
against prior? Which is the more logical, or would 
you choose between the two? 

A. Well, I have generally felt that the 
prior empty movement was the more logical in the 
sense that a car, when made empty, is assigned some 
place by the car Ee vausechar with good purpose, and when 
it heads east, west, north or south, from a given point 
it is sent with a definite purpose in mind -- that is, 
going to satisfy a demand for empty cars at its point 
of destination; so, in a way, it is sort of dedicated 
empty movementfa the loaded movement. It is a. Little 
more in line with the pattern, I think, of the outbound 


loads, 
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TORONTO, ONTARIO ( Cumming ) 


Q. Then, it being the logical choice, would 
it be fair to say that the adoption of it has not 
introduced mara lament of conservatism into the cost 
study? 

A. I would think not. Maybe the Canadian 
National have a different view; but they had both 
cuales and used the one with prior movement, 


Q. Dealing just generally with this 


principle of charging prior empty movement for a 


moment -- this, perhaps, is apart from the grain traffic 
-- if you have a movement which is triangular from 
point A to B to C -- in a triangular direction or shape 
-- full from A to B and full from B to C and empty 

from C to A, on that basis the movement A to B would 
bear the full amount of the empty movement from C 

back to A? 

A. That is right -- under that treatment. 

Q. And yet wouldn't it be fair,if that were 
the nature of the movement, to attribute to the 
traffic moving from A to B and from B to C an average 
on the empty movement? 

A. If that was the way the traffic -- 
the equipment -- was being operated, I would think it 
would in that circumstance. 

When we are costing in these burden studies 
of course, we are dealing with every movement of 
boxcars and every pattern of movement all in this one 
complex of car movements; and we use the system ratios 


of empty to loaded car miles to do just exactly what 
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you are saying, and if you got the empty miles you 
would apportion them between the two loaded movements. 

In this case here conceivably enesnine 
like that might have occurred. What I ieee is if you 
want to consider your triangular movement, why, you 
would have to pick up east of Armstrong and their 
movement down through the United States. 

Sometimes I have found that there are certain 
patterns within patterns of the boxcar movement. We 
found that in the Transcontinental Divisions case, and 
we took the loaded boxcar movement moving transcontinen- 
tal-wise east and west and found that it had quite a 
different experience than the empty rate movement 
generally for all classes of boxcar traffic; and it 
was felt that inasmuch as we were endeavouring to 
determine the costs related to this type of traffic if 
we could isolate the pattern of movement attachable 
to that traffic we were closer to the costsincurred in 
that business, 

Q. And that is the basis for taking that 
tracing rather than applying some sort of system average?) 

A. YeCs. x»? 

Q. Well, now, this theory that has been used 
in connection with the charging, or application, of 
empty movement -- there was some discussion between 
yourself and Mr. Mauro about lumber moving out of 
British Columbia; as I recall the burden of the evidence 
he was asking you -- I don't have the page reference, 


but I think I could summarize this -- he was asking you 
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whether or not grain traffic was credited with any of 
the lumber which moved out of British Columbia in box- 
cars which became empty in Vancouver, avin davyed 
grain out to Vancouver, and as I recall secs answer 
you gave was that applying this theory of calculating 
empty car movements if you were costing the lumber 
traffic there wouldn't be any charge to it for empty 
movement because of boxcars being emptied as a result 
of grain traffic? 

A. On those particular cars I think around 
30 per cent or so were grain carloads terminating in 
Vancouver and reloading. To that extent lumber 
wouldn't have a charge. On the remainder of the cars 
they would, presumably, have to bring in empties to 
load out. 

Q. When I was discussing this general ques- 
tion with Mr. Stenason, in this same volume which you 
have before you -- volume 69 -- at page 12297, at 
line 22, I*had asked ‘him: 

"Developing these cost studies in other 

traffic, how would you treat empty movements? 
A. We use the method I have described. 

Q. That is this ICC method as distinguished 
from the atideawon ot prior empty mov ement 
entirely? 

A. yes, It would simply not be feasible to 
trace cars for the normal run of costing, 
because it is a very large job to trace 
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TORONTO, ONTARIO 


(Cumming ) 
1 
: What I was wondering about, Dr. Edwards, 
: is this: If, in conjunctimwith the cost study on grain 
A traffic, the railways were also doing a cost study on the 
: movement -- and we have seen how you charged empty 
Z movement to the grain -- and if this method were used 
: for the computation of empty movement for lumber, 
3 wouldn't there be some element of double charging of 
p the empty movement in the overall picture? 
i0 AG There can't be any double charging because 
i you only take into account # empty car that was sub- 
12 sequently loaded with the study traffic -- grain. 
13 Q. Perhaps I haven't: put my proposition to 
14 you very clearly, but it is this: We have it that on 
15 the basis that was used lumber is not charged with 
16 Sep ty movement? | 
17 Ax Under seers if the car unloaded at 
18 Vancouver is reloaded at the same point with this east- 


19 bound lumber. 

Q. Take that as one leg of this proposition. 
Thea; ithe eee leg is what I took from Mr, Stenason's 
evidence in the passage I read to you, that in other 
cost studies this ICC method was used; and I assume 
from that that if a separate cost study on lumber 
movement were being made there would be some element 
of emptiness charged to the lumber traffic? 

A. yes, there would. 

Q. Now, taking the two studies together, att 
the emptiness that is involved in the lumber trade -- 


the lumber traffic -- has been charged to the grain 
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TORONTO, ONTARIO 


(Cumming ) 
1 
; traffic on the basis of prior empty movement in the 
; one study, and yet there would be an element of 
/, emptiness charged to the lumber traffic to the east; 
é so that there might be some double charecne of empti- 
ness? --- 
6 
: MR. SINCLAIR: Would you ask if the witness 
‘ is aware that there is no empty movement in connection 
9 with lumber from Vancouver? 
10 MR. CUMMING: Well, I don't know whether 
iW there need necessarily be an assumption to the extent 
12 that lumber moves out of Vancouver without prior 
13 empty movement, 
14 MR. SINCLAIR: I think vant is quite impor- 
15 tant. 
16 COMMISSIONER GOBEIL: You mean as exemplified 


17 by Mir. Mauro? 

MR, CUMMING: You have a grain car being 

19 emptied in Vancouver being reloaded with lumber. 

20 THE WITNESS: I don't see that there is a 

1 double costing in here, for the reason that, of course, 
22 in the first place, the lumber movement doesn't 


23 necessarily end at the point where the grain empty 


94|| Picks this car up. 


25 You are thinking here of your triangular 


26 pattern that you described earlier? 

ya Q. Well, I may be spending too much time 

28 on this, Dr. Edwards, and perhaps there isn't much 

29 in it; but I am not thinking of the triangular movement. 


30 I am thinking of the movement from a point in the 
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prairies to Vancouver with grain, discharging the grain 


and then picking up lumber at that point. 


9 (Page 12964 follows) 
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1 

: A, And then, to complete your illustration, 
A where does that lumber car end? Down in the 

4 United States some place? 

: Q. Let us send it back to Regina with a 

P load of lumber and then out from Regina to some other 
y grain point, and it will repeat the process. 

3 A. Well, that gets into the question of 

9 -- just a moment, In the first place you have the 

10 empty movement moving eastbound -- empties moving 

1 eastbound in substantial volume out of Vancouver that 
12 came in loaded with grain. They don't all get this 

13 reloaded movement you speak of. In that case the 

14 lumber is moving in the same direction as a great 

15 number of the empties are moving. 

16 Q. I may be getting into deep water here, 
17 Dr. Edwards. I am not concerned about the empties 

18 moving out of Vancouver. I am concerned about the 

19 loaded lumber cars moving out of Vancouver and cars 

20 that have come into Vancouver full of grain and in 

21 respect of which there would, on the application of 

22 the principles that have been used, be no emptiness 

23 charged to that lumber movement, and yet, as — under- 
24 stand the basis of Mr. Stenason's evidence, if lumber 
On were being costed there would be some emptiness charged 
26 to lumber? 

27 COMMISSIONER GOBEIL: Mr. Cumming, would 

28 an example of what you have in mind be at line 15, 
29 page 12651 of Volume 71 of the transcript? 


30 MR. CUMMING: That is the basis of the 
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probiem, That was my starting point, actually. 


4 THE WITNESS ; You are tying this down to 

: lumver and I am trying to -- I can be helpful in tying 
: the illustration down to the C.P.R. costing on the 

: lumber movement. In the first place you don't always 
8 have the car available -- the empty car available from 
f a reload for the outbound lumber movement. The fact 

: that they send 20,000 empties eastbound out of Vancouver 
: indicates that there is a substantial inability ce 

" match loads and empties at the identical time and date 
; that the load is made empty, and that car can be made 
- available for load. I might say on this general 

ia _ problem that my experience in tracing cars for specific 
% empty movements has been in cases where there are 

fe fairly specific patterns. In other cases I have 

“e used the system average ratio of empties to loads for 
te the type of equipment. In the cases where I have used 
¥ a specific pattern it generally has been close to 

0 or below or somewhere near the general average of all 
- the movements of that particular type of car. Also, 
29 in connection with this I endeavour to understand 

93 the behaviour of empty movements. I have mad* studies 
oA of all the big railroads of the Jnited States, first 

25 grouping them by their total car miles -- loaded 

26 car miles of traffic handled. I have found that there 
27 is a heavy persistency in the ratio of empties to loads 
om for all levels of traffic. I have also grouped all 
29 those roads by densities -- railroads that have densitie: 


30 of, say, two and a half million by stages on up to 
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TORONTO, ONTARIO (Cumming ) 
1 

densities of ten million gross ton miles or the equiva- 
j lent in loaded car miles, and found that as the traffic 
; increases twofold, threefold or fourfold, ne empty 
; ratio for their equipment persists within a range of 
: about 50 to 55 per cent. So that, as they take on 
additional traffic you don't always go back and utilize 
ei your empties. You keep on creating empty miles 
i roughly in proportion to your loaded miles, which 
i leaves me somewhat with the feeling that as traffic 
i is added you can't always have a car to be unloaded at 
6 the point where there is another car to be loaded, 
13 There is a good deal of friction in the use of the 
14 equipment that seems to make somewhere near 50 to 
15 55 per cent standard experience of the American rail- 
16 roads, both big and little, and for all the ranges of 
7 density, with the possible exception of the big coal 
18 roads where, of course, your ratio shoots up because 
19 they are largely coal carriers, the others having a 
20 pretty broad mix of traffic. 
1 Q. Perhaps I can shorten this by putting 
2 my proposition, rather than tying it to lumber and 
3 specific points, in a hypothetical way and in a very 
4 short and simple one and see what you have to say 
25 about it. Suppose there is a movement from A to B 
26 of ten cars full, and a return movement B to A, three 
27 full cars and seven empties. My question really, I 


28 suppose, comes down to this: on the basis used, the 


29 movement B to A -- that is, the three full cars that go 


30 pack from B to A, will move without charge for emptiness? 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 12967 
TORONTO, ONTARIO (Cumming ) 

My real question is, should they be charged for some 

emptiness or, if they are not, should the other movement 

be credited? 

A. In that case, if you have ten boxcars 
cycling between A and B, I would take the empty move- 
ment for the seven cars and apportion it over the 
thirteen loaded cars, You have seven empty miles 
for every thirteen loaded miles, which is roughly 
about 50 per cent empty return. However, I have run 
into a situation where I was asked to cost out some 
high grade mineral moving from Mexico to certain points 
in the midwest on a haul of several hundred miles 
which required particular equipment. The cars were 
cycled back and forth. That equipment was largely 
kept in that movement or, if it was not kept in the 
movement, it was a very high grade of car that got no 
load down to the desert point and got a full load back, 
The question was, which should I have used: should I 
have used the territorial average or should I have 
used the empty return -- that pattern that was developed 
on that movement? I thought that pattern de) sloped 
for that movement wasa more applicable basis >of costing 
that commodity than to use the much lower empty per 


cent return generated by all equipment or all boxcars. 


---Short recess. 
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TT PONGNES, BHTARIG, Edwards, cr-ex 12974 
(Cumming ) 


Q. Dr. Edwards, would you look at page 8 of 
your precis. In the top of the page you say:— 
"Canadian National has distributed the costs of 
the gathering way train service on each train run 
Reigratn and other traffic on a carload basis, thus 
encompassing the country origin train switching 
service and the running service on that train run 
in the per carload cost applied. Canadian Pacific 
separated the origin gathering costs between switch 
ing and running." 
Now, I am just wondering if we could get that clarified. 
You are pointing out there the difference in the tech- 
niques used by the two railways in determining the cost 
of the gathering way train service. Does not what you 
say there mean that Canadian Pacific Railway, after 
developing the cost of wayside switching, deducted them 
from the total way freight train costs, that is to 
say, did they make deductions fran wages, fuel and 
other expenses of that sort? 
A. That is right. 
Q. And I take it then you are satisfied there is 
no element of double charging of those gathering costs 
in the method used by the Canadian Pacific? 
A. No, sir. 
Q. If I could go then to the matter of switching, 
I just want to touch on this briefly because it has 
been much agitated already. Particularly with 


reference to the question of size of cut and its impact, 
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ANGUS, STONEHOUSE & CO, LTD. 


ToRohio) CNTARIC Edwards, cr-ex 12975 
(Cumming ) 


2 would it be fair to say that the size of the cut in 


3 connection with switching to elevators is fully taken 


4 into account because of the method of calculating the 
5 average minutes per car that are involved in this 

6 movement? 

7 A. 4teen, Bit. 

8 Q. But as I understand it, the size of the cut 
9 may be in issue in classification? 


10 BS. . That is right. 
11 Q. It would seem more logical, one would think, 
12 that single carloads would entail relatively more 


switching than carloads moving in multiples. 


14 A. Yes, that is something not easy to demonstrate. 
15 You would have to trace the cars you are studying througt 
16 a yard and the cuts in which they were kicked down the 

17 track, to ascertain that, and the length of time. 

a I understand the Canadian National has made some 

- inquiry into that subject and maybe Mr. Bandeen will 

z be discussing it. I think, I am sure it is very in- 

a significant in the total picture. It is a matter of 

a knocking off fractions of a minute in classification 

as switching, as between a two-car cut and three and a 

a quarter car cut on the average, something of that sort. 
es It is infinitesimal, I think, in its total bearing. 

“as Qo I see. Is the size of cut an issue in any 

a other element of switching apart from that? 

a Bs Ho, sir. 

9 Q. Apart from classification? 

30 


A. No. The size of the cut was taken into account. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Edwards, cr-ex 12976 
(Cumming) 


Q. In all the other elements? 

A. Yes, sir. 

Q. And on page 10 you point out that the 
switching study that was conducted erred on the con- 
servative side; that is, to some extent anyway, under— 


state the full cost involved in switching the study 


traffic. Is the only element of conservatism that 
you were concerned with there that your studies were 
conducted during the spring and summer months and 
consequently do not reflect adverse winter conditions? 
Is the only element of conservatism the difference 
in operating conditions in the winter months? 

Re Well, in as far as that sentence is concerned? 

Q. Generally with the switching studies, are 
there any other aspects of them in respect of which you 
think they may tend to understate the amount of 
switching that is involved. 

A. This observation here still holds as to 
way train switehing which you are just discussing 
because the switching studies, way train switching, 
were based on summer conditions and the gather ng 
service, and there had been no adjustment for winter 


conditions in those studies. 


Q. Do I take it the only adjustment for winter 
switching conditions which was made in Exhibit 132 is 
in respect of the switching in yards? 

a Ts in respect of the switching in the yards, 


that is right, not in the way switching. 
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2 There is the further fact that there was an 

3 adjustment made in the switching at intermediate points 
4 on train-to-train switching which reduces the factors 

5 used but which left additional minutes thus not accounted 
6 for which were not re-assigned to grain receiving or 


7 to destination handling. So there is an element of 


8 understatement there. 

9 Q. In connection with the studies that were 

10 conducted for winter switching, can you tell us how 
11 the difference between winter and summer switching is 
12 measured? We had an estimate of the order of, I 

13 think, 15 per cent Mr. Stenason gave us. I am just 
14 wondering how that is calculated, how it can be 

15 measured. 

16 A. Well, the experience for the winter observa- 
7 tions was weighted against the switching time for the 
18 summer operations, and a weighted adjustment provided 
19 either, it was, four months for the winter experience 
wy and eight months for the summer experience. 

ee Q. Do I take it that a further study of the 

e same sort as made up the basic switching study that 
23 


was initially used, was conducted for those winter 
months in the yards that were studied? Is that how 
this was arrived at? 

fis Additional field studies were not made, but 
performance data from current records in the yards 
were used to arrive at the relationship of engine 


minutes per car in winter and summer. 
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TORONTO. ONTARIO Edwards, cr-ex 12978 
(Cumming ) 


Q. Now, when you say "performance data" I am 
Just trying to get precisely what was done, Dr. Edwards, 
to arrive at this 15 per cent weighting that was used 
to adjust for winter position. Is it an engineering 
study or were they time studies, just what was done? 

A. Use was made of basic documents, control 
documents which give the engine minutes and the cars 
handled by periods of time. 

Q. That is, just the total engine minutes in- 
volved during the winter months and the cars handled 
through the particular yard ? 

A. It is based on counts of total cars in the 
yards, and those records were kept by two-week periods, 
total engine minutes, total cars handled in given 
yards by two-week periods. 

Q. And those, I suppose, during the winter 
months, were compared against the companion records for 
the summer months and the differences observed? 

A. That would be. 

COMMISSIONER BALCH: Are you referring to 
classification switching? 

MR. CUMMING: I am referring to this additional 
switching study that was done in the yards in order 
to arrive at the difference that should be. 

COMMISSIONER BALCH: That would be classification 
switching in the yard, would it not? It would not be 
what is called industrial switching. 


MR. CUMMING: This refers to, covers all yard 
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operations, in time as applied to all operations during 
the winter, 

COMMISSIONER BALCH: In the yard. 

MR. CUMMING: Yes, in the yard. 

COMMISSIONER BALCH: For classification, but it 
would not have anything to do with industrial switching. 
You would not mix that up with classification, the 
industrial switching. 

MR. STENASON: The adjustment would cover both 
industrial and classification. 

COMMISSIONER BALCH: Would cover industrial as 
well? 

MR. STENASON: Yes. 

MR. CUMMING: Does that clarify the matter for 
you, Mr. Balch? 

COMMISSIONER BALCH:  }#Yes. 

MR. CUMMING: Perhaps if we could turn to page 11, 
Dr. Edwards, you say in the second paragraph there 

"Tests conducted by Canadian Pacific indicate 

that the periods of Western grain car peak 

loadings coincide with the periods of peak 

loadings of box car traffic generally." 
I take it that that box car traffic generally means 
box car traffic including grain, does it? 

A. Yes. 

Q. Does the peak of grain car loadings coincide 
with the peak of non-grain box car loadings as dis- 
tinguished from the peak of box car traffic generally? 


A. Yes, the peaks pretty well coincide. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Edwards, cr-e@x 12980 
(Cumming) 


Q. Are these peaks broken down into regions? 

A. No, they are not. This is a system figure. 

COMMISSIONER BALCH: Mr. Cumming, would you mind 
Just a minute. I would like to go back to that again. 

MR. CUMMING: Back to switching? 

COMMISSIONER BALCH: Yes, to switching. Are 
you discussing the grain now, just the grain study or 
all switching in the yard? Is it just grain you are 
talking about in this study, Mr. Cumming? 

MR. CUMMING: As I understand it, Mr. Commissioner 
Balch, and perhaps I can tell you my understanding and 
then if I am off the rails here we can be corrected: 
as I understand it the switching studies involve all 
the switching, and then that which is attributable to 
grain is extracted from them and applied to the study 
traffic. I had assumedin the question that I 
was asking Dr. Edwards about this adjustmmt, that the 
further studies that were conducted would be studies 
of switching in the winter conditions generally; then, 
having derived what they have expressed as a percentage 
difference, that then that was applied to that portion 


of the grain switching which was done during the 


winter. 

COMMISSIONER BALCH: Thanks very much. 

MR. CUMMING: That is my understanding, and 
perhaps if Mr. Stenason can tell us whether we are 
right or not. 


MR. STENASON: Yes, that is correct. 
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2 MR. CUMMING: Q. Now, you had told me, 


3 Dr. Edwards, that these two peaks, that is, grain and 


4 non-grain, and the box car peak generally,- were 
5 coincidental. I am wondering, Dr. Edwards, what the 
6 Significance in this whole precis is of the reference 


7 to peaking. What impact does it have on the cost 


of the grain traffic generally? 


9 A. It does not have any specific effect on the 
as change in the figures. There are no additional 
expenses set out beeause of this. It goes fundamentally 
ro to the variability of the supply of cars required to 
z handle the traffic. 
fe Q. Can you give us some idea of the extent to 
ia which the box car fleet would be reduced if there were 
ag no grain traffic? 
a A. I could not. Well, my belief is that it 
would be reduced at least in proportion to the car 
miles grain generates in relation to the total car 
cad miles generated by all traffic. In other words, 
se 100 per cent related. 
Qe Now, 2 had asked Mr. Stenason then 
a and I would like to have your views on this same point: 
- would there be any case to be made for charging against 
the grain traffic the total cost, capital cost, 
a the entire cost in that sense, of what might be 
i described as solely or 100 per cent related equipment? 
28 

A. Yes, 
29 


Q. Is that done in any of the American roads with 
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which you are familiar? 

A. If I understand your question right, that is 
done in all costing except where there is some averaging 
out of the maintenance, averaging out of operating 
expenses at this 80 per cent level. Now, are you 
talking about the capital costs of the cars or repair 
costs to the cars? 

Q. I am talking about everything that might be 


related cost-wise, capital or current operating or 


however it may be described, to the box car fleet and 
the locomotives and all that equipment that the railways 
have in excess of what they would ordinarily have if 
they did not ee any grain traffic? 


A, Well, I think it is all 100 per cent variable 


with the grain traffic -- does that answer your 
question? -- both the amership and the repairs, 
depreciation. 


Qo Now, I understand from the answer that Mr. 
Stenason gave me when I asked him this question that that 
was not the method used in carrying out this cost 
study. What I am putting to you is, is there a case 
to be made for doing it and what impact would it have 
on the result of the cost study? 

A. Well, let me see if I understand your basic 
question now. What would be the impact, Mr. 

Cumming, of doing what? We have treated all these 
costs as 100 per cent related to grain. We have 


treated the car mile costs and the car day costs 
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2 as 100 per cent related to the car miles and car days 


consumed in the handling of the grain traffic. 


---Page 12984 follows. 
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(Cumming ) 
1 
2 Q. Now, I found the spot where I put this to 
3 Mr, Stenason, and perhaps this might clarify the 
4 situation. If you refer to Volume 69 at page 12293, 
5 starting at line 9. 
6 I think I have got off the rails with you, Dr. 
7 Edwards, and perhaps I can bring us back onto them 
8 if I say that the context here is in connection with 
9 peaking. Does that help? 
10 A. Yes. 
11 Q. Now, my question then is: would there be 
12 any basis, any justification, in your view, for 
13 charging the full cost of that excess capacity required 
14 because of peaking considerations of the grain trade? 
15 A. I think it might well be. 
16 Q. What sort of an impact would it have on the 


17 result of this study? 
18 A. I have never figured that. We haven't 
19 worked out the dollar amount, except that there would 
20 be an added cost because of that peaking factor. 
21 Q. And in your opinion, Dr. Edwards, do you 
22 think that that might be properly done and, in doing 
23 so, would it be consistent, in a proper cost analys®: 
of this traffic? 

A. I think it would be. 

Qe And so I suppose to that extent the study 
once again is on the conservative side? 


A. That is correct. 


Q. Is it done in any of the American roads with 


which you are familiar? 
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2 A. I don't recall specifically, except that we 


3 have run costs for particular types of equipment that 
4 they have limited use based upon their experience, 
5 but I haven't done that in the case of the broad groups 


6 of equipment. 


7 Q. As in specialty fleets? 
8 A. Yes. 
9 Q. And those are the only areas in which that, 


10 to your knowledge, is done? 

11 A, Yes, 

12 Q. I want to talk to you for a moment about non- 
13| revenue freight on page 12. You point out about a 


14| third of the way down the page: 


15 "Non-revenue freight was first apportioned 
16 between freight and passenger on a gross. ton- 
17 mile basis." 

18 I was wondering, Dr. Edwards, whether there is 


19/ anything to be said for the proposition that as passenger 
20| service requires higher maintenance standards this 

21| might not be an entirely fair method of apportioning 

ee 0.C.S. freight as between passenger and freight. Do 

you have any views on that? 

24 A. Well, I have never considered that, never 
thought the refinement was -- the point never was 


26 raised before, and I don't recall making any such 


adjustment. 
a8 Q. If a distribution as between passenger and 
e freight is reasonable when done on a gross ton-mile 
30 


basis, why not break non-revenue freight applicable to 
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the study traffic as against the non-study traffic down 
on the same basis. 

A, That is the way it is usually done. in this 
case here the carriers costed out, as you know, the 
non-revenue freight based on the unit costs which are, 
I believe, lower than you would obtain using gross 
ton-mile apportionment of expense, because this traffic 
is -- non-revenue traffic is usually lighter. 

Q. Do you have any comments on the propriety 
of doing it in the way in which it has been done as 
compared to what you say is the ordinary way of doing 
it? 

A. It would produce more conservative costs 
than the usual method. 

Q. I appreciate that. Which brings a result 
closer to the true cost of moving the study traffic, 
which method? 

A. I think the gross ton-mile basis would be 
closer to the true cost. 

Q. Can you tell us the reason, then, why this 
more conservative method was adopted? Is it just an 
effort to be conservative, oris there some better 
justification for it than that? 

A. I presume it is an effort to be conservative, 
but. I will check here. I raised this question with 
the,.carriers. Well, I am informed that there is an 
answer to this, that the carriers do not have the 


ton-miles of non-revenue freight -- loading, rather, 
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of the non-revenue freight. 

Q. It is lack of data which prevented them doing 
it on the other basis. 

A. Yes. However, they could have costed it 
just on an average gross ton-mile basis. 

Q. Do you think that would be as fair to 
the study traffic as the method used, or as more 
accurate -- put it that way. 

A. Well, the most accurate way would be to cost 
it based on the actual loading of the non-revenue 
traffic. 

Q. That is the American practice? 

A. Yes, that is the American practice. 

Q. And this is the next best thing, I suppose, 
this method? 

A. Yes, I would say so. Yes, I would say it is 
Rail Form A Practice, but that requires that you deter- 
mine the loading of the non-revenue freight, and a 
great many studies are made without making that effort. 

Q- On page 14 you speak of some tests which 
were conducted for track maintenance expenses, and 
you tell us that there was a field study conducted for 
branch line subdivisions and that the results obtained 
showed a comparison between actual expenses and the 
expenses calculated by the regression analysis with a 
difference of only 4 per cent between them. I am 
just wondering if you would develop that a bit, Dr. 


Edwards, and give us some idea of the precise sort of 
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tests which were conducted in this field study and 
what was looked at, and so on. 

A. What was looked at was the actual main- 
tenance expenses over a large number of branch lines, 
the very large branch line mileage, for which the 
expenses were developed, and those expenses laid against 
the size variable developed in the regression analysis. 

Q. And you point out the range of error was 
in the order of 4 per cent. Were both heavy and light 
density lines included in the branches which were 
examined? 

A. That is right. 

Qo Was there any variation as between them, any 
distinction between them in the variation found between 
actual expenses and the expenses developed through the 
regression analysis? 

A. No, there was not any variation between them. 
Of course, the densities on any branch line by any 
standard are very light. 

Q. And were all the subdivisions that wre 
examined light density branch lines, by definition? 

A. They were all the branch lines in tae Prair’+ 
region. 

Q. Would it have been possible to conduct similar 
studies on the main line or portions of it? Does it 
lend itself to that sort of examination? 


A. No, sir. You are trying to find lines that 


have a very minimum of density. 
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Q. Were you able or were the railways able 
generally in connection with the study to test pre- 
dicted against actual results in other areas of the 
cost analysis? 

A. Well, the results from the regression 
analysis themselves, of course, were plotted back 
against the actual results. But you are not talking 
about that type of a test; you are talking about where 
you went out in the field, as it were, and found actual 
accounting data, operating data, that would provide 
the tests. 

Q. Yes, similar tests to the ones you referred 
to here for track maintenance expenses. Were any 
other families of accounts tested in that same way? 

A. The size variable for investment was similarly 
tested; the station expenses were tested, and the 


yard expenses were tested. 


---Page 12994 follows. 
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TORONTO, ONTARIO Edwards er-ex 129.94 
(Cumming ) 
Q. Now, in each of those cases can you 


give us some idea of the results that were found -- 
that is, the companion figures -- on the percentage 
of error that you found in the field studies used to 
test track maintenance expenses? 

You told us they were within 4 per cent 


predicted to actual, as I understand what is contained 


here: 
A. Yes; we will have to develop that. 
Q. I think it might be of some interest 
to find... 
A. Yes. 
Q. ...from you what sors of wsults you 


got in these other field studies that you were able 


to conduct to testthe techniques of cost study and the 


range of error, or the degree of accuracy -- I 
suppose that is another way of putting it -- in those 
studies. 


Now, the other day when Mr. Mauro was cross- 
examining you, Dr. Edwards, there was some discussion 
between you about this question of per cent variability, 
particularly on the matter of maintenance of equipment 
expense, and I think he was addressure his mind 
particularly to Exhibit 64. 

MR. SINCLAIR: What is the page number? 

MR. CUMMING : I don't have the page 
reference. iT was just drawing the witness's attention 
to the subject, rather than what was said. 

MR. SINCLAIR: I wonder if you would clear 
it up, because this obviously is something that 


requires re-examination. 
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(Cumming ) 


MR. CUMMING: My friend is being helpful 
again. I don't know whether I can clear it up or not; 
bus I might be able to clarify some area here. 

Q. As I recall what was being’ discussed 
and the general burden of your evidence, Dr. Edwards, 
it was something of this sort, that cioee expense 
items which are properly styled "Maintenance of 
Equipment expense" are, in your opinion, 100 per cent 


variable with traffic with the exception of, I think, 


two items which you mentioned -- work equipment, and 
one other -- superintendence and overhead and work 
equipment. "The level of all groups of Maintenance 


of Equipment expense, with the exception of Superintend-| 
ence and Overhead and Work Equipment varies completely 
With traftrie..: That appears at the bottom of page 
16 of your precis. 

Now, you Will recall that Mr. Mauro had 
put before you some of the per cent variables from 
the I.C.C. study and he was challenging your statement 
that this branch, or this family, of expense is 100 
per cent variable,and you had pointed out to him that 
the 80 per cent variable in this family of accounts, 
which you have used as a general rule-of-thumb figure 
in the States, is a general average including 
superintendence and work equipment and, perhaps, some 
other items. I am not sure what other items there 
might be in it. 

I am just wondering if we could get from 
you, with reference to Exhibit 64, an estimate of the 
percentage of variability in this whole family of 
equipment maintenance expense, including those items 


which are not 100 per cent variable, so that we can 
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have them on the same comparable basis as the figures 


from the ICC study. 


a hw this is not a possible or practicable thing, 
say so, and I will leave it; but if it is possible 
so that we could get things on this like-to-like 
basis, then, perhaps it might be helpful. 

A. The Canadian National Railway has worked out 
the percentage variable for the total maintenance of 
equipment accounts to be 91.295 per cent. 

Q. Now, would the Canadian Pacific per cent 
variability in this family of accounts be of the 
same order? 

MR. STENASON : I would have to check it. 

MR. SINCLAIR: We can make the calculation and 
put the figure in. 

MR. CUMMING: That would be fine, The 
Canadian National one is good enough. 

Q. This 90 per cent figure which you have 
given me -- is that substantially on the same basis 
as the 80 per cent figure which, you say, prevails as 
an average in the United States? 

A. No; we are not talking about the same thing. 

Prior to the development of Rail Form A, which 
was a latecomer in the family of formulas, we used 
the ICC for costing. We first used the 80 per cent, 
but prior to that time, when we were called upon to 
make refined studies, we applied a per cent variable 


between individual accounts, and we used 100 per cent 
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TORONTO, ONTARIO Edwards, Ccr-€X 12997 
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for all maintenance expenses for equipment -- freight 
trein cars and locomotives ~— and we used some 50 per 


cent, or a little higher, as the general average exper- 
lence for maintenance of way. Fuel was taken at 100 
per cent, and so were train crevs. Other percentages 
were taken for traffic in general and so on. 

When we combined all the results of these various 
percentages we ran a simple regression analysis Satay 
all the accounts in total as well as individual observa- 
tion. We found the expenses in their total were 
between 80 and 90 per cent variable. 

Now, we found in these large individual studies 
that they were overwhelming the staff on the Commission 
and, to some degree, putting a very heavy burden on 
the railroad running these studies; they always took 
at least a year to make, and they were very costly. 

At the same time we were getting requests in freight 
eases for the out-of-pocket cost level, or the full 
cost level on occasion, for a great deal of traffic. 

We found it necessary to cease trying to find the 

per cent of variability of the individual accout and 
making the detailed studies which were made by train run 
by train run and yard by yard, and it was decided in 
that case, with this range before us of 80 per cent to 
90 per cent as variable, that we would take a flat 

80 per cent factor, with this full explanation, and 

use that without endeavouring to separate the individual 


account; but the Rail Form A, however, carries within 
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its instructions the fact that if refinements are 
desired one should go out and apply the direct expenses 
for each account based upon its own individual per cent 
variability. You have that alternative now within | 
the framework of Rail Form A. 

Then we had Rail Forms B and C. They were sub- 
sequently numbered after the B and C had been on an 
application. We hadn't given them any numerical number 
or identification. 

Se that you have the application of costs for 
refined cases using per cent variables which are 
different for each account over the flat 80 per cent. 
The 80 per cent is a composite across-the-board. You 
have picked up the 90 per cent on maintenance of 
equipment and you are saying is this comparable. This 
90 per cent is buried in the 80 per cent along with 
the 50 per cent for the large maintenance of way account. 
Add them all together and they sum up to 80. 

Q. So any comparison of the American figures 
with the ICc figures is really comparing apples and 
oranges, and this, then, is a marriage of a sevies of 
individual ... 

A. It is a short-cut device. 

Qo On page 17 of your precis, dealing again, 
for the moment, with this question of equipment super- 
intendenceand overhead, you say: 

"The unit of variable cost for expenses in the 


group ‘Equipment Superintendence and Overhead' 
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TORONTO, ONTARIO Edwards, cr-ex 12699 
(Cumming ) 


was prorated by Canadian National and developed 

by regression analysis by Canadian Pacific,” 

I wonder if you could tell us what advantages there are 
as between these two methods and why one suiiwny used 
one technique and the other a different one. 

A. i think that it is a matter of the individuality 
of the people making the studies -- but I will inquire. 

It is a better answer than I recalled. The 
Canadian National didn't get satisfactory regression 
formula results and the Canadian Pacific did; SO 
on that basis the railroads did as they did. 

Q. So the provration was, I take it, a second 
choice so far as Canadian National was concerned as a 
technique for developing the unit variable cost in 
this group? 

MR. McDONALD: First choice. 

MR. CUMMING: Q. Perhaps second in point of time. 

A. You can label it that way if you desire, but 
I have used the prorate on the superintendence item 
and general items throughout the whole group of main- 
tenance equipment and maintenance of way accouni for 
long years; so that is the standard way to treat it. 

Q. My point is simply this: Are you disturbed 
that different techniques were used and are you con- 
cerned that in the one case, by the application of one 
technique, an unsatisfactory result was obtained and 
that they had to use another? Does that affect your 
opinion of the ultimate result? 


A. Tt doesn't affect my opinion of the ultimate 
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TORONTO, ONTARIO Edwards, Cr Cx 13000 
(Cumming ) 


result; these are relatively minor items. 
Q. On page 20, in the second paragraph, you 
say: 
"By treating certain accounts that have some 
variability as constant, a conservative method 
has been adopted and the variable cost chargeable 
to the study traffic in the cost studies of 
Canadian National and Canadian Pacific have 
understated such costs." 


What accounts are you talking about here? 


120¢ | 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13004 


TORONTO, ONTARIO 


(Cumming ) 
Are these the ones listed on the previous page -- re- 
moving snow, ice and sand? I read you a paragraph 


on page 20. 


fies Oh, I see, 

Q. And I want to get from you the accounts 
that are referred to there. At the bottom of the 
previous page you mention removing snow, ice and sand, 
and I am wondering what other accounts are involved? 

AS I believe the item is snow, ice and 
sand. 

Qo Is there just that one? 

A, Well, we have vessel operations; these 
items are listed on the preceding page --snow,ice and 
sand, Maintenance of vessels, which are treated 
as not applicable to the study traffic although the 
cost of handling the traffic on the Canadian National 
moving to export elevator at Victoria should be 
charged to the study traffic. So, we would have 
those two items. 

Q. What I really wanted to come to was this, 
Dr. Edwards; you say that by treating some of the 
items that may have some variability as constant, 
there is a conservatism in the study because the 
variable cost is to some extent understated and, of 
course, that would also result in a smaller amount of 
constant cost being attributed to the study traffic? 

A. That is right. 

Q. The proportions? 


A. That is right. 
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“ ANGUS, STONEHOUSE & CO. LTD, Edwards, cr-ex 13005 
TORONTO, ONTARIO (Cumming ) 

Q. Would it be fair to assume, Dr, Edwards, 
that if in examining some of the accounts the railway 
people were unable, through the application of 
regression analysis techniques or any of ee other 
apportionment methods used to develop variable cost -- 
would it be fair to assume that if they had been 
unable to develop a variable cost that those costs 
are, in their very nature, constant rather than 
variable? 

AS I am not certain that that would be the 
case. It may be a problem of inadequacy of data by 
which to get a cross-section analysis. 

Q. Would that be the explanation, do you 
think, in each instance where the railways found them- 
selves unable to identify the variability of any 
particular accounts? 

A. Taking snow, ice and sand, the basic 
problem there was finding an adequate output variable 
with which to relate the removal of snow, ice and sand. 

Q. Is that, then, a problem resulting from 
lack of data? Is that what you mean -- or, is it 
that snow, ice and sand -- because, certainly, snow 
and ice and quantities involved are more acts of God 
than anything else? I suppose it is reasonable to 
assume that snow and ice would not vary with any 
output unit that you could think of? Is that a fair 
assumption? 


A. yes -- snow on the tracks would vary 


with the snowfall. 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13006 
TORONTO, ONTARIO (Gameine, 

OQ That was the assumption I was making. 

A. But, dealing with the cost of removal 
of the snow and the pressure to remove snow and ice 
is greater on tracks of high density than it is on 
tracks of very low density or tracks with infrequent 
service. So, the expenditure of money and funds to 
keep main lines open would be greater per mile of 
track for given inches of snow than it probably would 
be on the branch line where the maintenance of the 
scheduled service is not so demanding. 

Q. Well, as long as you have one train a 
day I suppose the snow has to be removed? 

A, Many branch lines probably average two 
or three trains a week as a whole, and you don't have a 
matter of several scheduled freight and passenger 
trains having to get through within some reasonable 
time schedule. 

Q. If the cost of snow removal were really 
variable with density, say, of trains, wouldn't one 
have expected that some correlation would show up? 

A. Well, it appears that the carriers were 
unable to find the basis for treating that. That is all 
I can give you. 

MR, CUMMING: Mr. Chairman, I haven't made 
quite as much progress as I thought I would. I am not 
going to be very much longer, but Dr. Edwards has 
certainly had a long day, and I would not finish in 
less than ten or fifteen minutes. 

THE CHAIRMAN: Well, we will adjourn until 


ten o'clock tomorrow morning. 


=! fe 


OES ate — brawn near ae | 
actin asm I noldqaures odd eaw ted? 8 29 


 Levousy XO dao ont dtiw gableeb (208 yA 


me ul DE madis. ik dgicd to sNoertd mo notueny at 
tasvpevtndt Witlw adest to vd tendh wol wisy % axoet : 
ov wheert tee yooom to exudibonmele and .o8 -solyios 
%o elim roy Teda572 “sc ploew nego esate hem qoow 


bivow yidsaorgq df aBee wore Yo wovont neavty tol aosad 


add ‘to sonsnegatam edt oTedw enll donne edd eee 


~QALLAsHeh O8 gon af eutviree betebedue 
8 dhend sno py8o Log eR gciol ‘ Lieve eee 
| Spavonay sd -oF gar wane adi seoqqua TZ. yAb 
owg oyatove yidedorg vehi somend. squad, wh 
ever dinob goy fim, ce Seidi & e5 299". 8 antes? sennid to 
yToxrisezeu bas drin hen hafubestor Lavever a6 sod¢tom 


dgnoasst soe riitiw aguords tog of gmkvad entarg 


Sinubedor smtd 


yifess: srew Isvonon wore to ge06: sna ar i 


290 ft ablvuew ,eokex? to yee .ytkeneb udiw @igeeaee 
gn wode bivow. nottslsero9 amoe teed Pevoegke evan 


vegw evetarss ond dant avsegge dt ,f0e" Ga 


f bagyt' Bhd (iisect ro)? atasd eae bat? oz afdenu 
woe avg aaoed 
ehan J*asysed | ,osmrtadd <0 + QUEMMUD: 4 AM 


jon ma f[. ,bfuow IT doiguadt Tf as seeegoltq tein aa eeeeE 


asi abuswod .“0 dud ,@egnot monm ytov ediot gateg 


ot detat! ton Siuew I bas .yeS gaol 2 bad yinteeres 
Setuale mosttht to net medd eeel 


[ign miwo,be Lfiw ew , Liaw AMET ABD, See 
afiinxrenm worxomer Hoolo'o as? 


\ MAMI LA LMU TON 
A, Uy Wy ay Ht hi i BOL Mt, 


ip lacasegh pl, Gad ge a TE | 


ROYAL COMMS SVG 


ON 


TRAWMSPORVATIG 


Mba PRG & 
Mab ay 


QUE AV WA 


WYOLUME No: CATE: 


74: Ee 19So 


ORICA RE PONTERS 
BRGEVS STONEHOUSE’ CO, LY, 


S77 BAY STREET 
TORONTO, 
EMS dePe bs EM. ashGA5 


ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


2 Pan hx 
3 Page No 
id EDWARDS, Ford K. 
5 
Cross-examination 
6 By Mr. Cumming (Cont'd) 13008 
By Mr. Mauro (Cont'd) 13023 
} Re-examination 
3 By Mr. Sinclair 13108 
By The Commission 
9 Mr. Gobeil 13109 
10 
11 
2 
13 


NO EXHIBITS IN THIS VOLUME 


. _ loi 6 
4 ce 1) eT ie oe) 
f ye eae i 
rq q Pe Ws 
" 1 
big a ees | 
‘ vr i} 4 
a mon “ 9 
A NG. itp UR A SD 
he yl rae M =a ahh A Wa 
i i 
) i 
» ; 4 ' ~ : 
i : Pe 
A ih, 
ie 
ie omen 
4 ay Sa 
} : 2 Pay fi : 
i Alta 
\ 7) 
, j Bld ea) 
i yh Tye? * nm \ ; * 
ody, Hl Lye ] 
glire ty r : rig 
: iuley ce in ll 
= i a 
j aa 
* 
r¢, : y 
PD CONGR. 
on « +e * 
4 
; . 1 
& > Ast F 
a) i i i So i 
f } } in i 
40y h we ; 
- i 
rh . e ! ' - 
i , 
’ t 4 J 
} ’ ‘ nN j 
‘ r 
is - a ee 
si i 
fh ‘ 
‘ 
\ 
, 
7 ’ 
h 
I 
) 
aS 
j 
| 
i 
i] 
\¢ 
ae 
nhs! 
, 4 tt 
| 
i / ‘ 
ri Ae 
ba «q 
y ‘er 


< 
ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO 


1 
2 
ROYAL COMMISSION ON TRANSPORTATION 
3 LE LC 
4 
5 Proceedings of hearings held in 
the Court Room,Board of Transport 
6 Commissioners Offices, Ottawa, 
Ontario, on the 2nd day of June, 
7 1960 
8 
9 
10 
11 
12| COMMISSTON 
13 Mr. M.A. MacPherson, Q.C. Chairman 
14 Mri . Anscomb Member 
15 Mr. A. H. Balch Member 
16 Mr. Fh. Gobeil Member 
17 Mr. H. A. Mann Member 
18 Mr, “A. Platt Member 
19 
COMMISSION COUNSEL 
zp Mr. A. G. Cooper, @.C. 
21 
Mr. G. S. Cumming 
ue 
23 Mr. H. W. Ellicott Adviser 
24 
25 Mr. F. W. Anderson Secretary 
26 Major N. Lafrance Assistant Secretary 
27 
28 
29 


30 


il ee a 


Li ; | : 

we 2 

es : 

4 9 ie 

i} ay} - 
‘aul 0 a ceca si j 
dinaThe OTK * 


KOLTATROIEAART MO MOLZZEMMOO JAYOR 


2 te renee ainema a—— 9 ee 


nt bier suntisen Yo eymthesoord 

dyogeuier? lo Hr sodymoo dart? ona 

pwessO  asott2O eiremolsedemod 

soul ‘to yeb bas odd no ,ofragnd 
| OaRr 


ee a CR 


nwOLZ2IMMO9 


nsw fart DAP aversniosm .A .M aM 
‘~SdmneM a  dmooend PO = tee (1.1 
‘edmeoM iotea ,H .A .am 
en | Lhedoo ft aM 


wy > mam nash « A * A <M 


ike) imam ItelS A eM 


JARMUOO WOTESTMMOD 


* ? . ¢ t t - GOOD ° 2) ~ A ® oa] 


gato mu .2 «2 eM 

tgetvha $7OSLiI7 .W .H YaM 
YTSISTIO?, nosishTsA .W sh 1am 
ViAatei0es tnseveterd gonertaAl hh otaM 


29 


30 


ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 
TORONTO, ONTARIO (Cumming ) 13008 


Ottawa, Ontario, 
Thursday, 
June 2nd, 1960 


---On commencing at 10.00 a.m. 


THE CHAIRMAN: Order, please. 


CROSS-EXAMINATION BY MR, CUMMING (Cont'd); 
Q. Dr. Edwards, there are just one or two 
short points that are left that I want to deal with. 
Would you look at page 21 of your precis. 
In the third paragraph you say: 
"The difference in regard to property 
taxes" -- 
that is the difference in the treatment of the two 
railways -- 
"arises from the fact that Canadian Pacific 
has included taxes arising from solely related 
facilities and a portion of taxes for the 
balance of the plant. Canadian National has 
not included taxes on the balance of the plant." 
Can you explain why there is that difference in the 
treatment as between the two railways? 
A. The explanation of the Canadian National 
Railways as to the elimination of taxes other. than on 
solely related lines was they felt they lacked an ade- 
quate method of separating those expenses between con- 
stant and variable. They believe, however, that some 
of them are variable, but they felt they didn't know how 


to do it in the manner --- 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13009 
TORONTO. ONTARIO (Cumming ) 

Qn A problem arising from lack of data? 

A. Yes, 

Q. And I suppose, then, in your .opinion that 
result in the Canadian National study having a further 
element of conservatism? 

A. Yes, sin. 

Q. Now, just dealing generally with the 
question of conservatism, Dr. Edwards, it appears from 
place to place in the precis which you have put in that 
in one respect or another studies are on the conser- 
vative side, and perhaps for convenience generally and 
in order that we can have these collected together in 
one place, could you just catalogue the main areas in 
respect of which you say these studies are conservative 
and perhaps give us some rough idea of the amounts that 
may be involved? 

A. Speaking first for the Canadian Pacific 
Railway, I have a number of items and the approximate 
amounts involved as to the treatment of constant costs. 
I mention that because the basis used gives a more con- 
servative basis than I have used in the past; in other 
words, apercentage contribution of the xpenses rather 
than ton and ton-miles. If the ton and ton-mile basis 
had been used that would nave increased the constant 
expenses by some $11 million. 

Turning now to the variable expenses, the 
treatment of non-revenue freight which I spoke about 
yesterday in answer to your question resulted in the 


understatement of some $175,000. The item of 
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eee ee re Edwards, cr-ex | 13010 
(Cumming ) 

locomotive repair expenses was treated on the locomotive 
mile basis rather than on a unit mile basis, with the 
higher proportion of unit miles per locomotive miles in the 
west than in the east, which approximated some $100,000 
in understatement. The failure to ascertain detours 
in the handling of traffic, degrees of circuity in 


the movement of traffic and operating exigencies not 


taken into account would approximate some $80,000. The 
failure to adjust for winter switching by the road 
train switching as apart from yard switching would have 
an effect of some $26,000. The reduction in the train 
to train switching time at intermediate terminals,. 
giving the switching a lower minutes per car, and the 
failure to pick up those minutes in the yard and 
reapportion them to local grain switched in those 
terminals, resulted in an understatement approximated 
at $34,000. The failure to allow for the fact that 
the diesels on the Canadian Pacific are well below 
their average, eventual average life, in other words, 
are relatively new and obtain their normal maintenance 
costs, was estimated at $233,000. 

There was no allowance for increased wages 
in 1959 for the running trades of 94 per cent and for 
the non-ops of 3 per cent, the effect of which is applied 
to the labour costs in the grain study which have in- 
creased those costs by $1,100,000 approximately. 

In the case of money, there is no recognition 


of the fact that in 1959 the corporate income tax rate 


30 || was increased from 47 per cent to 50 per cent, which 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13011 
TORONTO, ONTARIO (Cumming:) 

would have had the effect of increasing the cost of 

money by approximately $680,000. 

There was no allowance for the increase in 
1959 in the sales tax on materials and supplies, a 
10 per cent increase, If that had been taken into 
account in the grain study it would have increased the 
cost by approximately $78,000. 

Now, those figures, excluding the $11 million 
on the constant costs, add up to slightly over $23 
million, There are certain, a few other items 
which were more difficult to evaluate but, nevertheless, 
had the effect of making the cost conservative. 

No heavy repairs were performed on steam 
engines on the Canadian Pacific in 1958, yet whatever 
costs were incurred were included in the study. Further 
more, as to the car repairs, the maintenance, mechanical 
people of the C.P.R. feel that the heavy-loading grain 
cars effect more wear and tear and damage upon the cars 
than the average traffic does because of such loading. 
No estimate was made of that. 

There was an increase on the unemployment 
insurance taxes in 1959. No estimate was made of that 
item, 

Turning to the Canadian National, they have 
costed out tne grain traffic based on the ratio of 
empty car miles to loaded car miles based on a study 
of the prior empty car movement rather than the sub- 
sequent empty car movement. There has been discussion 


as to why one was used in lieu of the other in the way 
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~ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13012 
TORONTO, ONTARIO (Cumming ) 


that has been treated or whether some combination might 
not be used. If they had used subsequent empty car 
movements, they estimate their increased variable costs 
at $900,000 and the prorate of the constant cost - 
$600,000, or an increase in the total cost against the 
grain of a million and a half dollars, 

The Canadian National based their allowance 
for pensions upon the projected study, using a ee 
of 6 per cent of their payroll. However, they report 
that actually they are now paying 9+ per cent. The 
6 per cent was projected in the eventual future when 
contributions made by employees takes effect. However, 
the present rates are so much higher than that that if 
they had used the current rates they would have had an 
increase on their variable cost of $550,000, the 
constant cost of $260,000 and the fully distributed cost 
of $810,000, That being their present cost of pen- 


sions, the question beingitwas a practical matter, will 


they ever get it down to 6 per cent. But currently 
this is what they are paying. 

Their non-revenue studies of what they call 
their OCS material, movement of traffic which is in 
company service, when developed for their prairie 
regions for the calender year failed to account for 
certain time lags in the reporting of those movements. 
They also did not reflect the additional cost east of 
the prairie in handling traffic of that character, 
non-revenue traffic moving through the prairie regions 


for use therein, and, of course, deducting any OCS 
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material generated in the prairie regions but moving 
eastward to be used in the eastern po eaer On 
allowances for the movement of OCS meeniat through 
one territory for use in another territory and picking 
up the time lag and reporting, they have an increase 
in their variable cost of $300,000, constant cost of 
$200,000, fully distributed of one-half million dollars. 
They have made an estimate of the effect of 
the cost of winter switching, placing the variable 
costs with an additional $200,000, a constant cost 
of $130,000, and the fully distributed cost of $330,000. 
In the Canadian National costing on grain 
traffic they handle the grain traffic both in their 
heavier weight drag freightsand also some of the grain 
traffic in their so-called symbol trains or manifest 
trains. They costed all the grain traffic at their 
drag freight level to the extent that they did not use 
up more gross ton miles than they had drag freights 


on their other segment of their train runs. 


(Page 13017 follows ) 
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1 

That, of course, did not allow for any movement in the 
: other trains, so that to that extent they have been 
. conservative in their costing. I have already 
i mentioned their treatment of their property taxes. 
: Another element of conservatism --- 
Q. Excuse me, Dr. Edwards. Are there any 
' numbers to set opposite those last two you have men- 
5 tioned or are those ones which are in the category of 
i difficult to evaluate? 
A A. I think Mr. Bandeen may be able to add 
2 to these, he may well talk on this. However, you 
13 asked me to set down these in one place, time and 
14 place of the estimates, so that is why I am doing this. 
15 Q. That is fine. 
16 A. He may amplify the subject matters in 


7 their costing. The Canadian National trains, through 
freight trains, at the end of their runs or at inter- 

mediate junction points, do some switching and picking 
20 up grain cars at those junction points. There was no 


effort to detail that car switching, and there is a 


21 
2 significant amount of this junction point switching 
23 performed by these road engines and for which they 


94 are paid extra; but no attempt is made to make time 

25 studies, so those costs were not included in the study. 
26 There is also the cost of the barge move- 

27 ment from Port Mann to Victoria. The movement con- 

28 Sisted in the period of study of over 1,300 cars, 

29 loaded cars and the attendant return to the empties. 


30 There was no clear-cut method of determining the variable 
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proportion of such barge movement, and no attempt was 
made to include it. 

In their costing procedures the ae 
constructively developed the number of locomotives, 
road and yard, whose annual effort was consumed 
entirely in the handling of grain. This is a con- 
structive basis. There was no effort here to fraction- 
alize these costs, fractions by locomotive. They 
stopped on the short side of whole units. They 
estimate they understate their variable cost by 38,000, 
constant by 5,300 and the fully-distributed by 13,300. 

They did not make any endeavour to develop 
the cost of the removal of snow, ice and sand. Part 
of this expense they feel would be particularly incurred 
on the solely related lines, removal of snow and 
removal of the sand. 

The Canadian National Railways separates 
these traffic expenses between freight and passenger 
and pick up the freight expense portion, and in there 
apportioned the freight portion of the expenses back 
over to total expenses, freight and passenger, rather 
than allocating it to freight only with a pro rata part 
to grain. 

A rough estimate of the effect of the 
correction is that the variable cost would be increased 
by $150,000, the constant cost by $100,000, and the 
fully distributed cost by $250,000. 

The Canadian National also have a number of 


terminals where switching is not normally carried out 
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1 

on cars that move through. However, at all of these 

: terminals a small percentage of the through cars are 
switched because of bad order, the operation of 

: odd turns to that point and the reduction of through Wes 
: to pick up speed loads. It was not deemed worthwhile 
: to conduct special studies to determine the amount of 

5 the grain traffic that was affected. 

‘ The terminals at which this situation would 
0 exist are Fort Francis, Portage la Prairie, Saskatoon, 
Melford, Moose Jaw and Drumheller. It was not possible 
2 to estimate the effect of this conservatism. 

3 In their treatment of freight claims,the 

14 Canadian National included the direct expenses for 

15 claims, did not include any portion of the office 

16 expense of the Claim Department that should be charged 


17 to grain. They did not find it readily possible to 
8 separate out this item of the accounts. 

19 That is the list of items I have. If I did 
20 not give you a number, there was no specific estimate 
1 of dollars. 

oy) Qe I appreciate that, Dr. Edwards. re 


93 suppose that, having regard to this list, that iv might 


94| be fair to say -- I am sorry. 

5 A. Mr, Bandeen points out that I had 

6 listed certain labour increases and cost increases 

27 of the C.P.R. such as the wage increases for the running 
28 trains and non-ops of 94 and 3 per cent respectively, 

99| and I presume the sales tax. Those would also apply 


30 to the Canadian National. 
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Q. And unemployment insurance? 

A, That is right. I think these items on 
this C.N.R. for which I have given moneys, I believe 
they exceed three million, but you have the figures. 

Q. We have the numbers now. I suppose 
then, Dr. Edwards, that if today or tomorrow or next 
year you were to conduct another cost study of the 
railways, as a cost analyst, you could justify the 
inclusion in such a cost study of some or all or some 
combination of these various items that you have 
referred to. 

A. Yes, they all appropriately belong in 
the study. 

Q. And to that extent then I guess it might 
be fair to describe the study that has been presented 
as a cost study rather than the cost study, if there 
is to be any distinction or any controversy over that. 

A. No, I would describe it as the cost 
study, in that I think, however you define a cost study 
or the cost study -- meaning the most appropriate and 
precise study available in time and effort -- you always 
have adjustments for changes in wage levels and price 
levels, but it does not go to the definition of a cost 
study or the cost study. When I am speaking of the 
cost study, I am thinking of a study wher: there nas 
been made an all-out effort to reflect, first conceptual} 
and then arithmetically, the costs of handling the 
traffic in question within the limits of man's efforts 


and understanding -- and when I say "effort" I mean 
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substantial expenditures of effort, not putting a 

hundred million of dollars of costs into a study but 

putting, as cost studies go, very large amounts of time 

and effort. 

This study, I think, ranks very high near 
the tops or maybe at the tops of all studies made. 

Q. Just let me ask you this, Dr. Edwards. 
How would you describe these differences or adjustments 
that may be made in what you have catalogued today? 

Are they arithmetic or are they in some instances con- 
ceptual? 

A. I don't think they are conceptual. 

Some of them are arithmetic to the extent that there 
are errors, that is one thing. 

Q. Apart from errors, what I have in mind, 
you talk about increased rates, increased income 
tax for C.P.R., things of that sort, and those things 
seem to be obvious arithmetic adjustments. 

A. Oh, yes. 

Q. The concept is that they are included in 
the basic cost study, income tax and wages. Now, 
if the rates change, then you change the numbers. 

A. Yes. 

Q. But what about things such as costing 
locomotive repairs on the locomotive mile as against 
unit mile, is that a conceptual difference or is that 
what you describe as an arithmetic difference? 

A. It is not conceptual broadly. It is 


a matter of the extent to which you can make refinements, 
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The C.P.R. does not apparently keep a record of its unit 


2 
miles. 
3 
Now, in refined studies I have made in the 
4 . 
past, I have used locomotive miles assigned directly 
] 
by trains. When the diesels came into being and 
6 
; the I.C.C. statistics required the railroads to main- 
, tain their records by units, why, then when we wanted 
‘ to refine the studies for the locomotive power, we 
% turned to the use of the unit miles which were already 
available. 
11 
12 The C.P.R. has now provided an indication of 
13 what the effect would be if they had turned to 
14 unit miles. 
15 I would like to leave this thought with you. 


16 Newer studies and increasing detail of record- 

17 keeping as the years go by, permits the cost analyst 

18 and gives him some sharper tools to work with, but I 

19 think this study just about reflects all the refinements, 
0 I believe, that I have made in the past. If the carrier 
14 have done something a little differently, it is because 


2 they did not have this data currently available. 


23 Q. Thank you, Dr. Edwards. That is all 


94 that I have. 


(Page 1302R follows. ) 
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THE CHAIRMAN: Mr. Mauro? 

MR, MAURO: Perhaps before starting Mr. 
Chasrman, I would be permitted to put on the record 
my sincere congratulations to Commissioner Balch on 
his retirement. He will be pleased to know, while he 
has retired, that my absence was connected with a small 
bit of labour work, and I also want to say to Mr. Balch 
that, perhaps, unfortunately, he is commencing nis 
retirement in the most "unretired" type of work, namely, 
the Royal Commission on Transportation. 

I trust that counsel will not make too unfor- 
tunate his preliminary experience of retirement, and I 
want to extend to him my best wishes. 


COMMISSIONER BALCH: Thank you, Mr. Mauro, 


Q. Dr. Edwards, will you please turn to 

page 2718 of volume 19, at the bottom of the page: 

"Q, Yes, and have you any further comments 
on transportatim costs as a whole? 

Dig The large proportion of train expenses 
is clearly completely variable with traffic. For 
example, crew wages and fuel, both as regards 
over the road movements and switching, are 100 
per cent variable, as are the expenses for grain 
doors, which are included in miscellaneous train 
expenses. Trains handling grain througnout 
western Canada are operated on 4n 'as required' 
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Now, as you probably realize, Dr. Edwards, 
there are scheduled trains that handle grain, aren't 
there? | 

A. yes. 

Q. And to the extent that grain is carried 
on a scheduled train there is a degree of fixed or 
constant cost, is there not? 

A. No, sir; I dealt with that subject yester 
day. 

Q. I am sorry, I wasn't here. 

A. Yes. 

Q. I am referring to an article in "Railway 
Age," dated April 25th, 1960. It is entitled "Cost 
Map can aid Rate Men," and the article deals with the 
conception of fixed and variable costs. It is an 
article written by the Detroit, Toledo and Ironton 
accountant, M. H. Weisman, outlining his system and 
formula ..% 

THE CHAIRMAN: We had that yesterday. 

THE WITNESS: This was dealt with. 

MR. MAURO: ie. And what was your comment on 
this particular statement of Mr. Weisman on the matter 
of incremental cost:"The fact that engine hours and 
train miles are not completely variable, because some 
trains have to be operated regardless of traffic, and 
passenger service, where it is provided .. ." 

A. My comment was that I was interested in 
that article and corresponded with Mr. Weisman. 
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(Mauro ) 
out cars -- trains -- that have variable experience 


on added car concepts, which is a very narrow incre- 
mental basis, and it is short-term in its application; 


and these costs are based on the long-term effect 


/ of the traffic. 


Q. In your opinion, Dr. Edwards, scheduled 
trains over a sufficiently long period of time would 
have completely variable costs whether the fact that 
the railroad has it scheduled and would be running that 
train -- whether one boxcar was being handled or none 
at all -- that doesn't result in any other cost? 

A. yes, I briefly explained yesterday that 
the train miles charged by this study to grain were 
actually all assembled, were removed from the total 
train miles in 1958 and left a residual number of 
trains -- that is, manifests or symbol trains -- and 
the services remaining, which varied from two a day 
on the average, or two or three a day -- in some 
districts even higher -- freight -- were presented 
to the traffic department and the operating department 
for appraisal to see if that was satisfactory to handle 
the non-grain traffic, and the operating and traffic 
departments of the C.p.R,and the people in the C.N.R. 
felt that our treatment of those trains as 
and the residual trains that would be left satisfied 
the test of 100 per cent variability. 

Q. So that conceptually, from the costing 
factor, when you have a scheduled train run -- when 


you have a scheduled train run -- and you add on two 
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cars of grain to that scheduled run the cost of that 
operation is 100 per cent variable to the traffic? 

A. We are dealing here with the variable 
cost of handling 40 per cent of the revenue ton miles 
in western Canada which is a tremendous volume of 
business -- some 300,000 cars. What is the question? 
What is the effect on train movement if that is no 
longer there? You simply can't think of adding one 
or two cars to a train that is already running. 

Q. Well, are you suggesting that the 
Canadian Pacific Railway in their scheduled runs in 
the province of Manitoba don't add grain cars to 
scheduled runs? 

A. No; they do handle grain cars on those 
trains. 

Q. And to the extent that they handle those 
cars on scheduled runs doesn't that resultin a fixed 
or constant factor? 

A. No, not in the totality, because these 
other drag freights and extra freights that are running 
behind these scheduled trains, and intermixed with 
them, are also carrying not only grain but some of the 
slower traffic that might otherwise move on these 
scheduled trains, 

Q. Will you turn to page 2722 of Volume 
19, to the first answer: 

"Traffic and General, Communications - 

Rail, Joint Facility Rents and Property Taxes 


for Canadian Pacific were allocated to the 
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(Mauro ) 


Study traffic on an overhead basis after excluding 
that portion of traffic and general expenses which 
are referable to passenger service enn which would 
not be incurred if that service poueuees operated. 
The basis of such allocation was the ratio of 
such expenses to railway operating expenses, less 
the applicable passenger portion. The ratio 
was applied to the total variable operating 
expenses of the study traffic. This basis of 
allocation is the recognized procedure in 
developing an allowance for the proportion of 
expenses covered by this group of accounts 
chargeable to a particular segment of traffic. 
In my judgment it results in a proper distribu- 
tion of these expenses to the study traffic." 
Now, as I Caetaeian it, Dr. Edwards, the apportion- 
ment to passenger service was on an avoidable cost 
basis? if interpreted your wording... 
A. yes, that is so. 


Q. e , which would not be incurred 


if that service was not operated .. ." as that? 


A Yes, 


Q. And this appears as an acceptable method 


in costing services? 
A. yes. 
Q. Now, you have stated on occasion that 


this is in fact the definition of out-of-pocket cost. 


I think it was in your 1954 speech -- that this cost 


could be avoided if the traffic was not carried? 
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A. Yes. 

Os What cost could the C.P.R. avoid if no 
grain was carried? 

As I would expect them to be able to avoid 
the expenses that we have apportioned to the grain study 
in this traffic. | 

Q. Both fixed and constant, on all of the 
various expenses which you have apportioned, the C.P.R. 
would save if they carried no grain at all? 

A. They wouldn't avoid the constant expense. 

Q. How about the variable expense for 
fuel and crew wages -- would they avoid all of these 
costs, Dr. Edwards? 

A. The fuel and crew wages? 

Q. The fuel and crew wages. 

Ay That is right. 

Q. They would? That would mean that every 
train, every fuel and crew wage dollar represented in 
the variable cost of this study is occasioned by grain; 
but there are other scheduled train runs that they would 
remove these --- 

A. Are we talking about traffic in general 
or are we talking about the train runs? 

aN I am sorry; I am talking -- I will try 
to explain it. I commenced my discussim on this 
point by pointing out that it is an acceptable method 
to use the avoidable cost approach in certain costing 
and that; in fact, on occasion, you have mentioned that 


out-of-pocket cost could be otherwise defined as a cost 
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1 
i which would not be occasioned if the traffic was not 
3 carried; and with a view to taking this approach to 
4 the costing of the study traffic I asked what would be 
5 the avoidable cost if the C.P.R. carried not one car- 
6 load of grain. And you replied they would eliminate 
- all of those costs that have been submitted, par- 
8 ticularly the variable cost, and my suggestim to 
9 all aa ; 
i A. You say "particularly the variable cost." 


11 They would eliminate the variable cost, 

12 Q. But I am going to suggest... 

13 A. Not "particularly"; they would eliminate 
14| the variable cost. 

15 Q. Well, that is what your statement is. 


16 Now I am questioning that statement, with respect, be- 


17 cause I am suggesting to you that in the wriable cost 

48 allocation where they have used this 100 per cent 

19 variable for the cost of fuel and crew wages-- I am 

20 suggesting that if there are wages payable and trains 

7A operating they would continue to operate and the men 

22 would continue to work whether there is one car of grain 


23 carried or three hundred thousand? There is a 


24 threshold cost of operating a railroad, and that the 


25 study traffic is not -- if it were approached on 
26) an avoidable cost basis -- that the variable cost in 
this study would have been reduced? 

A. Well, I lost your thread, I am sorry. 
Is it your point that because we treated fuel as 100 


per cent variable then we go back to traffic in general 
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and treat those expenses 100 per cent variable, 

Is that your point? 

Q. No; I would ‘like ... 


A. You are not talking about traffic in 


general? 

Q. I am talking on the conceptual level of 
avoidable costs, They use avoidable costs on passenger 
service? 


A. Yes. 

Q. And you say that is acceptable, and I 
am trying to get a parallel to passenger service on 
a deficit traffic, and allegedly the grain traffic is 

a deficit traffic -- and should you use avoidable 

cost to determine passenger deficit, or the cost 
allocatable to passenger service on the basis that you 
consider they would be avoided if no passengers were 
carried; and if you use the same basis on the grain 
what costs would the C.P.R. have avoided if they didn't 
carry one carload of grain in 1958; and we got to the 
point where I suggested to you that there were threshold 
costs in operating railroads that are inherent in that 
operation; and that fuel andcrew wages, for one, would 
not be 100 per cent variable, that the scheduled trains 
would continue to operate and that they would have to 
pay under their labour agreement a minimum 100 miles 
or 8-hours'wage to the crew? 

A. The scheduled trains would continue to 
Operate ina very large degree. The extent to which 


they would be reduced would be something that could be 
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furnished to you, 
But, as I said, we took the train miles that 
we charged to grain in this study based on the methods 
that have been explained, and those are the trains that 


we have lifted out. 


(Page 13033 follows ) 
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In terms of, I think, the C.P.R. that works out to 


‘i maybe 93 or 94 per cent variability with revenue ton- 

: miles; and in the case of the C.N.R. this traffic 

; was costed out in terms of their heavy drag freights. 

‘ So, in terms of the ton-mile portion of the traffic 

° each railroad has actually taken off less than 100 per 

cent, but they have picked up the trains which it takes 

: to handle the grain and taken 100 per cent of the cost 

F of those. As a test, I asked them to compute the 

‘ remaining trains and submit it to their people, which 

a is a result of the schedule trains, and see if there is 

fe a practicality to this -- if there are enough trains 

4 left to service the system, but it left a very high 

is order of frequency of train service each way daily that 

i would take care of their traffic. You say there must 

7 be something left -- well, that is what is left if you 

18 look at it that way. 

19 Q. I take it, going back to the Traffic 

20 and General, that the first matter which had to be done 

1 was to make this allocation to passenger service -- 

a the breakdown of the various expense items under 
Traffic and General and allocate a certain amount as 


being the proper cost of operating passenger services? 
A. They were based on the Accounting 
Department breakdown and special studies. 
Q. I understood - and perhaps you can 
discuss it with Mr. Stenason and Mr. Bandeen -- that a 
formula was devised in the case of the C.P.R. by the 


vice-president Traffic under which this allocation of 
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saneetiosstis0F & 95 OAS Edwards, cr-ex 13034 
. (Mauro ) 
the passenger services was made? 

A. They were special studies, an analysis 
of the duties and functions of the people, and when you 
had provided the basic separations, and then when you 
reached the executive officers their time was prorated 
over the remaining separations. 

Q. There were special studies performed, 
were there, and there was a detailed allocation of cost 
to each of the sections under Traffic and General; 
is that what you are now telling us -- there were 
Dreainl studies performed and total costs ascertained, 
and then an allocation made? 

A. This relates to Traffic, I understand. 

Q. How about General? 

A, And certain of the general expenses. 

As I understand the study, the way it was explained to 

me -- and I didn't go back and check their separations -- 
but to me, that invokes general problems, and at the 
level we are speaking of in the expenses there is 
usually a pretty fair demarcation in the traffic 

expenses between work done for freight and work done 

for passenger. 

Q. You feel that is a pretty clear demarca- 
tion in the Accounting Department between passenger 
and freight, and it should not be too difficult to 
apply those costs to the various divisions? 

A. That would be true,particularly of the 
revenue accounting where there would be sharp breaks 


and the traffic would likewise be separable. 
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R ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Edwards, cr-ex 13035 
(Mauro ) 

Q. How about ee expense accounts: do you 
think there would be this clear demarcation between the 
expenses associated with passenger and tue expenses 
associated with freight? 

A. Well, the expense accounts would, of 
course, be largely limited to executives. The great 
body of the clerical staff -- oh, you mean the account- 
ing of the expenses. You said "expense accounts”. 

Q. Well, if I am confusing you, Dr. Edwards, 
I want to apologize. You told me clearly from the 
revenue side of it it should be fairly clear to find out 
what revenues you received for passenger and what 
revenues you received for freight. Now, what about 
the expense side of it? Was there this similarly 
clear demarcation? 

A. You mean the expense accounting? 

Q. Yes. From the expense side of the cost, 
the expense of operating the freight service and the 
expense of operating the passenger service, is there a 


similarly clear demarcation? 


---(A short recess. ) 


Q. Dr. Edwards, in order that the matter 
be cleared -- in order that my question be cleared -- 
as I understand it, the traffic expenses were allocated 
on the basis of the formula developed by the vice-presid 
of Traffic, and that the general expenses were what one 
might call prorated between passenger and freight? 


A. You are speaking of the C.P.R.? 
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Ge scenic carne Edwards, cr-ex 13036 
(Mauro ) 


Q. Yes, the C.P.R. 


A Yes, the general expenses separation 
} was based upon a study of the staff engaged in the 

: revenue work and certain other expenses capable of 

: direct separation such as statistical employees engaged 
; in passenger statistical work, and the ratio thus 

: arrived at was used to separate the remainder of the 
9 expenses, with the exception of pensions which was 
10 separated on the basis of the labour content of the 
mT passenger and freight expenses other than those 

12 included in these overheads. 

13 Q. Is this the method used in the United 
14 States for separation of costs between passenger and 


15 freight on this account? 
16 A. Well, I don't have the freight and 
17 passenger separation rules with me. I knew them by 


18 heart at one time. But, the general rule is, you 


19 allocate directly all that is capable of allocation, 
20 and the remainder be apportioned. 

21 Q. At page 2723 of Volume 19 there is this 
22 answer: 

23 4 The major difference between the two railways in 
24 these groups of expenses is the Pensions and 

25 Property Taxes. The portion of pension expense 
26 found to be variable with the study traffic on 

27 Canadian Pacific was approximately $900,000 greater 
28 than on Canadian National. This difference 

29 reflects different pension plans, and different 


30 concepts as to what proportion of the total pension 


7 is ie ; _ 
vie - = OP Z as > 
fe pal er 29 # SRUVOMS KO 
alec ae be: ' i x onan ie 
(orem ae 


7 


ye 


9,9 ont 8 
‘aobtergaée agenegxs Lexerog odd 20% A 917% 
opt at bagsano Yiste edt to ybinte & cogs | ead .8 
to sidaqss asensqxs tatto ritedeo BAB | 


pegagco esoxorqne fgoidattaty, as dove pottonndeen 


an) 


gui? otisx eft bre. alrow Isotiattede, togmeee < 
od to sebntekiot ond stgusqed of deel sew 38 oer Bi 3 
| pew dotdw earioterieg to sotiqeoxs an 
2 | ‘gdt to tasdaos seen odd ‘to atsad edd me potters 
saont mont nai seaneaxe tigtont saa 98 
_abasiitsve sassde ak 

bed hes end at boaw horitem 2 wd aid? al a) 
bas * vegneansq: noawtod ataoo to aoldsteqss x07, sodeia 


Tonvooos abt co ddgtent 
Oo) 


ba8 diate’ ond oved d'nbb I .Lfew nh “5 
yd modt werd I .om doiw sali nobtensqee rennoaaeg 
soy .al efux fersmeg ort wie embed ono te ini 
- ; ymolgsoolis To eicsqs» at ded? CLs yligonth ossoolts 4 
| | -henotdcoags ed sobatsmet ext. Dae 
|) catdd et oxedd Of emuloV to ESTS wasq A 6D 5) 


- 


nk aysultes owt odd ssewted soneceltih tobem edt 


‘Bns ial ene at geariagxs to aqvoty sasdt a 


pasha ‘ceiiiled ta noLivoq off .asxet? ydregotd «© @ 


uy 


GO os Ves wba sorkt sitkw eldeizrsy od oF bag = 
fe 


x | 
- jmeenens: .0G0,000) ylodemizosqgs esw of ttoet. nethanad : 

12 “ o : 
- | a sonomevith art? «fgact sell samme ne 4s ' 


_ sn te canesunhadeen nos 


Se aye en: aa a oN, 


ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13037 
| (Mauro ) 

1 

expense in the year may be considered as variable 
2 

and what may be considered as constant." 
3 : 
; Again, Dr. Edwards, correct me if I am in 

error, but as I understand the C.P.R. method, they 

Dp 
3 allocate a certain portion of the cost of pensions 
y to passenger services -- at least, I assume they did; 
A is that correct? 
9 A. Yes, sir. 
10 Q. I am talking of the C.P.R. now. And, 
1 I understand this was based on labour content? 
2 A. Yes, sir. 
13 Q. Then, did they use labour content as the 


14 basis for the allocation of pensions to freight services? 
15 A. The pensions as separated to freight 


16 were distributed on the basis of to grain in the 


17 proportion that the grain expenses were to the total 

18 system expenses. 

19 Q. Well, was the allocation of the pensions 
20 to freight based on labour content? 

21 A. Well, the effect would be accordingly. 


22 If you take the grain and non-grain traffic, the general 


effect would be to apportion it on a labour content 
basis. If you want to carry it further than that, 
Since the grain cars load heavier than the average, it 
would be something less than the revenue ton-mile 
apportionment. 

Q. The C.N.R. -- it appears very clear in 


the C.N.R. exhibit touching upon this particular item -- 


I am sorry I don't have my C.N.R. exhibit with me; perhap 


mie me 2h om doortxed’ vaneeaias ine stn | 
} NSHP hedtem.. 8. q30 9nd bus 2evebet Tee dud ynom 


ay 


-ekohineg ‘to. taoo: ond ‘to a" dtsireo. 8 6889 Le | 


~bLh yes onsen I .desef te -- eootvrea 


“ttoanno0 sad 


the. st: G A -_. 


ore 


rd 


iF 


(nA. Won ad. e oct ‘To hal met 4p a cease 
tdmedmos adotet no peasd aBW etn? baategebean | 
tia .det A i ne 


od: as tnedioo svodel eam gasid Hii wed? .f ae 
Seeotvies: Triateti of nnokeneg to nottsoolls - sag tot atesd 
7 


trgien. o¢ botgisqes.es enotensq oat A. : " 7 


ond? at otsxg o¢ to efesd” ot m6 beductaaarb eee | 


7 


[stod-end o¢ svew-eeeseqxe nies eid. dads nordroqorg 


| eounsqxe moteye 
| anotaneq ond to, nolisosolis ert sew .lfeW °. 29 ee 


| tinedion avodel no. bessd sAagtesr?t.od 
| .vfiantbrooos ed bioow toeTio ond .TLow A 


| fsronog ont .ottissd cigra-mon bas atatg seid sist voy TH 


tnedaos “weds s na ¢b nofdsoqam of od binow tosT ie: 
- 


fede. ogdc qsondust ot yrse o¢ Snsw woe ‘IT stag 


. 


ve 


ol eeae eons ent reed soiveed bsof exso niety ent eon 
oftu-not sunevat Silt tisdd sae! gatdismor sdf 
«ce to 

2 


ai sseho yrev emsoggs tiie .4.10.0° oct? 


(s+ medt asivotinsq atdd 


Ree sonswoccuradio Vo Edwards, cr-ex 13038 
(Mauro ) 


Mr. Bandeen has it; it is sheet No. 5 of NR3-9 -- I 


think that is 57ZZ -- that they took 6 per cent of the 

fe labour expenses variable with the study traffic, They 
determined the labour expense of the study traffic at 

5 

P $16,364,000 and took 6 per cent of that and arrived at 

, a figure which was the portion of pensions chargeable 

A to grain. What was the labour costs of the C.P.R. 

9 allocable to the study traffic -- what was the labour 

10 expense? 

1 A. I don't have the labour content. That 

12 is buried in the train expenses and shop expenses. 

13 Q. Yes, I realize that. You can see my 

14 interest in this, but I am concerned with the methods 

15 utilized, because one method seems to be a direct 

16 allocation -- the same allocation that was made with 


17 passenger, where they took the labour content of 

18 passenger services and made a percentage charge against 
19 that for pensions, and that seems to be a clearly 

0 defined system. The C.N.R. in their pension item took 
1 the labour content of the study traffic, $16,364,000, 


oy) and charged at 6 per cent, and that seems to be a 


93 clearly defined systcm, If we could have, not necessaril 
24 at this moment, but if the information is available as 
25 to the labour content of the C.P.R.'s grain study 

6 traffic, we could then take a percentage of that and 

27 see how they match up as far as method goes? 

28 A. That is a tremendous statistical test 

29 to go back through every account and break it down. 


30 There may be stationery, printing and what-not, and 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13039 


TORONTO. ONTARIO 


(Mauro ) 
maintenance of shops and yards. Labour trickles throug 
everything. 
Q. Yes. 


A. I have never seen that done or heard of 
it ever being done. This method here is as close as -- 

Q@. Have you ever seen the C.N.R. method 
done before? 

A, No, I haven't seen in cost studies 
pensions broken back to labour content of the cost 


study traffic under investigation. 


to badd 0. ‘9hob aaa 198 toven oon T 
4 =- a6 saets 2s et ened boditam aLat -on0b anted * 


i as 


i borveom .ALM. 2 eld. 1898 nove NOY oval 
gatbutea Jaco ot yeoe J'neved I .ou a : |e 
daoo orft ‘Io dnevdoo, neodet ot slosd aexond amok cstenoe | 
: Pi i 

.cotisyidesvnt ebay oftisnt we | 


~ ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Edwards, cr-ex 13040 
(Mauro ) 
1 
; Q. This was your first experience through 
; Mr. Bandeen. Mr. Bandeen introduced you for the first 
i tise to pensions being ascertained by per cent of the 
: labour content of the study traffic -- $16,364,000. 
A A. Yes. I had overlooked this item. I have 
y a note against it here. I had forgotten about it. 
P Yes, that is the first time I have seen the labour 
9 content of a cost study set out this way. 
10 THE CHAIRMAN: He is the author. 
Tl THE WITNESS: Yes, a Bandeen refinement. 
12 MR. MAURO: Q. The Bandeen refinement is 


13 apparently acceptable, because you said in December, Mr. 


14 Edwards: 

15 # This difference reflects different pension plans 

16 and different concepts as to what proportion of the 
17 total pension expense in the year may be considered 
18 as variable and what may be considered as constant." 
19 You have seen allocations of labour content 


20 for passenger services. Apparently the C.P.R. qrew 
21 out the labour content of passenger services to be 
22 able to allocate the proper pensions charged against it. 


23 A. Yes. 


Q. So we have one method which is completely 
new to us; both methods are acceptable to you. 
A. Yes, that is right. 
Q. So this Commission would be justified in 
choosing the method which results in the lesser cost to 
the farmer, the grain shipper, as between the two 


methods. 
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* ANGUS, Mba Niged At LTD. Edwards, cr-ex 13041 

. (Mauro ) 

A. Well, the staff of the Commission will 
have to evaluate this. I would expect the C.P.R. 
result to be close to the C.N.R., and I also make the 
point that the pensions of the C.N.R. are currently 
running around 9 per cent, and for the variable expense 
they have used 6 per cent. 

Q. But either one of the methods are 
acceptable, and the Commission would be justified in 
using that method which results in lesser cost to the 
shipper. 

As Yes. The more refined basis gives a 
lesser cost -- I would say if the more refined basis -- 
whatever that gives, use that cost, whether it is higher 
or lower. 

Q. Now, page 2741 of Volume 19, your 
answer, Dr. Edwards, on this matter, going into this 
matter of solely relatedness: 

5 The variable expenses of handling any given study 
traffic includes all expenses incurred as a result 
of the movement of such traffic. Included in 
these variable expenses are not only fuel, wages, 
car repairs and similar items, but also the cost 
of maintenance and investment in fixed plant 
facilities, the existence of which was occasioned 
by the study traffic. To illustrate, the cost 
of fixed facilities for the platform handling of 
lel freight have been treated as solely related 
to the handling of 1cl freight. JI am here 


referring to cost studies in the United States. 
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* ANGUS. Leeawear Edwards, cr-ex 13042 
(Mauro ) 

1 
; Coal and ore dock facilities have been treated as 
: solely related to the coal and ore movement , that 
; is, variable with the total movement of that 
: particular traffic for which utilized. The 
: principle of charging the cost of such fixed 
. plant facilities as a variable cost of handling the 
: study traffic requiring such facilities has been 
6 recognized by the Interstate Commerce Commission 
10 cost staff and provision has been made in standard 
rr costing forms for such treatment." 
12 Now, you have related there, you referred to 


13 various facilities that have been treated as being 
14 solely related in lcl cost procedures, namely, coal 


15 and ore dock facilities and the platforms for handling 


16 lel freight. What similar facilities are solely related 
17 to the handling of grain in Canada? 
18 A. The branch line trackage on a solely 


19 related facility. 


20 Q. You are not going to classify a branch 
1 line on a fixed cost the same as an ore dock or the 
22 same as a platform for lcl freight handling. 


23 A. I am, indeed. When these principles 


4 were enunciated by the cost section back in 19/1, there 
25 are additional references beyond coal and ore cocks 

26 stating that the same principle applies to branch 

27 lines. 

28 Q@. The I.C.C. has set forth that the same 
29 principle that applies to coal and ore docks and 


30 platforms for lel freight-handling applies to branch 
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“ANGUS. SFENEHCU SA'S G0) LTD. Edwards, cr-ex 13043 
(Mauro ) 
lines. Is that what you have just told me? 

A. Yes. That was in an exhibit introduced 
by myself back in 1941, when we were laying out these 
principles. * That is in documents, introduced in 
Docket 28,300. 

Q. At page 2742, Dr. Edwards, there is 
the question: 

3 Now, what about branch lines? 

A. Branch lines, the existence of which was 
occasioned by movement of any particular category 
of traffic have been costed as solely related to 
the traffic involved. This procedure was 
followed before the Interstate Commerce Commission 
in the Southern Governors! Grain Case; in Re 
Fresh Vegetables from Texas, California, Arizona 
and New Mexico; and in Re Trans-Continental 
Divisions." 

Now, we will take them one at a time, Dr. 
Edwards. Who followed this procedure in the Southern 
Governors! case? 

A. It was followed by the grain roads, and 
I was the witness for the grain roads. 

Q. And what was the decision in that case? 

A. We haven't had the decision yet. 

Q. Who followed this procedure in the 
Fresh Vegetables case? 

A. It was followed by the Trans-Continental 
roads, and I was the witness again. 


Q. And what was the decision? 
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; ANGUS, STONEHOUSE & CO, LTD. 


TORONTO, ONTARIO Edwards, cr-ex 13044 
(Mauro ) 

A. The decision is still pending. It was 
followed in the Trans-Continental case on behalf of 
Trens-Continental roads, and I was the witness in the 
case, 

Q. And what was the decision? 

A. We have not yet had a decision. There 
was also the question raised by certain of the coal 
roads if the principle applies, and I have said it does. 

Q. What you really mean is that Dr. Ford 
K. Edwards had followed that principle in each of these 
cases, and the concept has been strongly opposed and 
to date no decision has been reached. 

COMMISSIONER ANSCOMB: How long ago were 
those cases held? 

MR. MAURO: Well, it is an interesting study 
Some of them have been going on for some little time. 

I think the Northern Pacific and Great Northern have 
submitted final argument in the Trans-Continental case 
recently. 

THE WITNESS: Briefs are just being filed 
at this time. It will be quite a spell before we have 
a decision. 

MR. MAURO: Q. Then, Dr. Edwards, would 
you turn to page 2744, please? 

MR. SINCLAIR: Before the question was put 
by Commissioner Anscomb, I think counsel said to you 
that it was strongly opposed, this concept of solely 
relatedness was strongly opposed, and it received no 


decision. I think you were going to make a comment 
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ec ac Edwards, cr-ex 13045 
(Mauro ) 

there, Dr. Edwards. Were you going to make a comment? 
-- because just before that moment there was a question 
pu* by Commissioner Anscomb. Was there anything you 
wanted to put on the record in relation to the question 
by Mr. Mauro? 

THE WITNESS: I am trying to recollect. 

I am not sure of the position that the Southern grain 
people took on that. 

MR. MAURO: Q. Gilbert Parr was the 
witness called in rebuttal, and Mr, Alldredge cross- 
examined you. I have, as a matter of fact, in my 
room the statement in rebuttal of Gilbert Parr, and 
it is not only to my knowledge, I know that the con- 
cept of the solely relatedness as applied by you in 
the Southern Governors! case was opposed, and there was 
pretty extensive cross-examination by Mr. Alldredge in 
West Palm Beach on that particular point, and, as I say, 
Gilbert Parr submitted a written rebuttal on this 
concept of solely relatedness. Some of those ideas I 
will be putting to you in a few moments, as a matter 
of fact, on this particular matter. 

A. Well, Mr. Parr was, of course, second 
in charge of the Cost Section and assisted in their 
preparation of the case away back -- the 28,300 class 
rate case, wherein this principle was laid out, and 
the inclusion of the branch lines in this concept was 
spelled out as well as in the coal and ore wharves. 

So we had no internal questions or problems in the 


cost section on that matter at that time. 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13046 


TORONTO, ONTARIO 


(Mauro ) 
1 
Q. To complete what my learned friend 
‘ wanted to have tied up, my point was that you were the 
pe>son who followed these procedures in the three cases 
mentioned in the transcript, that the concept has been 
: opposed in the three cases, and that decisions are 
pending. 
; A. That is right. Most of my ideas some- 
, times were opposed, I have to say. It took years to 
- get them accepted. It took some period of time to 
ii make sure we were going to have our annual budget 
2 renewed. 
13 Q. The Waybill analysis study. 
14 A. I feel it is an accepted institution 
15 down at the Commission, I am sure. 
16 Q. We are happy to bring iusome innovations 


7 to this Commission that will become acceptable pro- 


18 cedures, Dr. Edwards. 
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ANGUS, STONEHOUSE & co. LTD, Edwards, cr-ex 13047 
- ONTARIO (Mauro ) 
Page 2745, Dr, Edwards, please: 
"Now, will you go on and deal with the branch 
lines in the instant studies of the railways? 
7e Branches which would not be economic 
but for the existence of the study traffic are 
solely related to the study traffic except where 
required for operational reasons." 
I will read it again, Dr. Edwards. I want the 
Commission and yourself to keep this in mind; 
"Branches which would not be sivaahce 
but for the existence of “the study traffic are 
solely related to the study weratde except 
where required, for operational reasons," 
As I understand this statement, branch lines which 
would otherwise be uneconomic are presently economic 
because of the study traffic? 

A. No, they are presently economic because 
of the need for bridging between one line and another 
line. When the branch connects between two lines, 
that is an operational reason why -- you have to reach 
some territory beyond reached only by that branch line 
or some connection, 

Q. Yes, I am not referring to that part of 
the sentence, "except where required for operational 
reasons," The first part of the sentence reads: 
"pdamches which would not be economic but for the 
existence of the study traffic are solely related to 
the study traffic." 
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“ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13048 
TORONTO, ONTARIO (Mauro ) que et 


otherwise be uneconomic are presently €conomic, accordin 
to this, because of the study traffic, because without 
thestudy traffic they would be uneconomic, Branches 
which would not be economic but for the existence of 

the study traffic are solely related to the study 
traffic. Branches which would not be economic but for 
the existence of the study traffic. Therefore branch. 
lines which would otherwise be uneconomic are presently 
economic because of the study traffic? 

A. Yes, elr. 

Q. And your policy, therefore, of the solely 
relatedness would penalize this economic traffic by 
fixing to it additional costs of operation for main- 
tenance and overhead on your solely related? 

A. I am not trying to penalize anything or 
any traffic. I am just trying to look to the recovery 
of the fixed costs associated with that traffic and 
the handling of that traffic on that branch. 

Q. So that we have established that because 
of the study traffic, otherwise uneconomic lines are » 
presently economical, and under the solely related 
concept we would affix to them additional costs to 
make this economic situation more economical? 

MR. SINCLAIR: Of course, with respect, Mr. 
Chairman, the word "economical" is not used by the 
witness. The word is "economic", not "economical", and 
they are different concepts. 

THE CHAIRMAN; I am sorry, Mr. Sinclair, but 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13049 


TORONTO, ONTARIO 


(Mauro ) 
i 
MR, SINCLAIR: I would like to be able to 
; compete with the owner of that jet. That is the 
; ™CA, | 
3 ‘ 
z| COMMISSIONER MANN: You mean more than once 
: a day across? 
: | COMMISSIONER BALCH: It seemed that le 
, it happened the same way, when you gotup, 
9 MR. SINCLAIR: They have been bothering me 
10 for years, My submission, sir, is that the evidence 
1 is not "economical". The witness was not talking 
2 about "economical" in that sense. He said "economic," 
13 That was my point. 
a THE CHAIRMAN: Well, the term that is more 
15 used is "economic". 
16 MR, MAURO: Economic, I use the same word, 
17 Q. Dr. Edwards, under this concept of 
* yours, a shipper on a branch line would be wise to 
19 keep his traffic at a level which would make the line 
20 uneconomic because as soon as his traffic leads to 
1 an economic line he will be required not only to pay 
22 the costs of moving his traffic but the deficiencies 
23 of any other traffic moving on the line? 
y A. I do not follow that analogy. 
25 Q. We will go back over it. 
26 A. If we are dealing with a coal wharf, 
27 if the coal is there,on occasicn some barges or some 


other type of vessel may come in, make use of it, 
but the burden of supporting that facility is directly|re- 


lated to coal except to the extent that other traffic 
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* ANGUS. STONEHOUSE & CO. LTD. Edwards, cr-ex 13050 
TORONTO. ONTARIO (Mauro ) 3 
provides some relief of that burden, but we have to 
look to the body of traffic that brought this into 
existence for the revenues to meet the constant costs 
present in the operation of it. Otherwise it avoids 
its responsibility for the fixed costs that it generated. 
Q. I am trying to assist in some small way, 
Dr. Edwards, the development of this concept, because I 
think it is the concept that is important, which is the 
concept of solely relatedness, and you have told us 
in testimony that branches which would not be economic 
but for the existence of the study traffic are solely 
related to the study traffic. Therefore I have asked, 
that a shipper on a branch line would be wise to keep 
his traffic at a level which would make the line 
uneconomic, because as soon as his traffic leads to 
an economic line he may be required to pay not only the 
cost of moving his traffic but the deficiencies of any 


other traffic moving on the line; that if a line were 


able to handle lumber in northern Ontario -- that was 
dche initial reason for it -- and then a sawmill or some 
* other type of processing established itself or a 

mine, and the first purpose for which the line was buiit 


ceases to exist, the second fellow may find himself 


not only paying the cost of moving his own traffic but 
any deficiency caused by any other traffic. utilizing 
that line? 

As Well, the other traffic does notecreate 
a deficiency. It is generating under its rate 


structure, which may be high or low, whatever it can 
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yield through that, but that residual burden, if the 


line is to be maintained, must fall upon the economic 
traffic, if the line is not to be torn up. 

Q. So that where the railways have lost 
traffic to other media of transportation, the remaining 
captive traffic must pay? 

A. If that line is to be supported ey the 
traffic that uses the facility, requires the facility. 

COMMISSIONER BALCH: May I put it this way. 
I do not know whether I am getting the point or not 
because, as I said, I am not an economist, but I might 
ask you: if there were no study traffic on the branch 
line there would be the possibility that it could be 
discontinued, except where it required cooperation 
with regions? 

A. yes, then every branch line we are 
talking about would be a branchline that should be 
abandoned forthright, 

MR, MAURO: Q. Wouldn't you be discontinu- 
ing an economic line then, because you say that these 
lines would be uneconomic except for the study traffic? 
You have told us that it is the study traffic which 
makes these lines economic, and you would not discon- 
tinue an economic line, would you? 

A. I would not discontinue an economic line, 


no, but I would expect, in costing the traffic of that 


| line that is responsible for the existence of the line, 


to recognize the burden of the constant costs present 


in that line. 
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ee en core Edwards, cr-ex 13052 
(Mauro ) 
Q«. Turn to page 2747, please, Dr, Edwards. 
"Constant costs represent the difference 
between the total costs and the total niet 
costs of freight and passenger, The passenger 
train service revenues do no& cover the total 
variable cost for the passenger train service. 
The resulting passenger train deficits were not 


included in the constant costs, there being 


considered a management problem," 
t wonder whether you could tell the Commission what is 
the distinction between a management problem created by 
passenger deficits and the management problem created 
by branch line deficits? 

A. The railroads feel that, given time, they 
will work their way out of the passenger problem by 
abandonment of the service or rapid curtailment that 
they are constantly trying to do; but the difference 
here would be, they see no way of existing rates working 
their way out of this problem of the deficit on the 
grain traffic. 

Q. Well, I was not referring to the deficit 
on the grain traffic, Dr. Edwards. I was referring to 
the management problem created by passenger deficits and 
the management problem created by branch line deficits, 
forgetting about study traffic -- branch lines as a 
deficit problem? 

A. Well, I suppose the primary aifference 
in a primary way, I guess, of getting rid of the passenge 


problem, is you hope to get rid of it, and you just canno 
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~ ANGUS, STONEHOUSE & CO. LTD. Edwards, er-ex 13053 
TORONTO, ONTARIO (Mauro ) x 


conceive of getting rid of the grain in western Canada 


as a solution to this branch line problem, 

Q. Well, branch line problems, there are 
applications going on all the time for abandonment of 
branch lines. This is a management decision, Manage- 
ment decides whether they are going to apply to have 
a branch line abandoned, It is ary ane decides 
whether they are going to diacontinuc passenger ser- 
vice? 

A. i do not think it is within the province 
of the management of these railroads to suggest tomorrow 
that "we will eliminate this traffic problem by elimina- 
ting all these solely related branch lines in western 
Canada" ; but when you probably put part of their 
thinking on the passengers,plus substantial rate 
increases, maybe, in some form. 

Q. Did you expect to see a sudden reduc- 
tion in passenger services, that there is going to be 
something cataclysmic in the change from the present 
passenger losses on the Canadian railways to a new 
era within the next year or 80? 

A, No, not within a year or 650. 

Qe The same with the branch line problem 
here. The branch line problem will have to be evolved 
over a period of years, just as the passenger problem 
will have to be management's decisions for future 
policy in attempting to evolve? 

A, Well, if I was losing $17 million a year 


out of pocket or something twice that for the two roads, 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr=-ex 13054 
TORONTO. ONTARIO (Mauro ) 
I do aot think it is something you want to keep on 
with certainly. 

THE CHAIRMAN: Well, on that point, doctor, 
passengers were recognized as a deficit area too? 

A. They are recognized as a deficit area 
in a narrower frame, 

THE CHAIRMAN; You are making a study as to 
the dollar market, that would be, of grain? 

THE WITNESS: yes, sir. 

THE CHAIRMAN: Was there any figure put on 
the deficit in the passenger by the roads in 1958? 

A There is no deficit in the grain study 
on passenger. 

THE CHAIRMAN: NO; NOs 

THE WITNESS: Both roads have studies under 
way . They are not complete and they will subsequently 
introduce them, Mr. Commissioner, I am informed. 

THE CHAIRMAN: There is no estimate as 
to the related deficits, grain and passenger? 

THE WITNESS: No, I have never seen a figure 
of that. 

MR, MAURO: Me, Chairman, on that point, 
just for the information of the Commission, I am reading 
from the Canadian Pacific Railway Company, Dominion 
Bureau of Statistics, and 1958 passenger revenue was 
$35,677,000; and in exhibit 69 revised the variable 
cost of passenger service, $86,303,000. So that there 
is $51 million out-of-pocket cost. 


MR, SINCLAIR: Of course =-- 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex £3055 
TORONTO. ONTARIO (Mauro ) 


MR, MAURO: These are his exhibits and the 
testimony of witnesses in this case, 

MR. SINCLAIR: I think this should be read 
properly, because he is only taking passenger from 
revenue, that is, passenger carried revenue, He has 
got mail and express and all that to add in too, 

MR, MAURO: I will also be interested in that, 
in the amount that moves by truck in express and mail, 

MR, SINCLAIR: He is not comparing the two 
figures like with like. 

MR, MAURO: Within range we are, talking of 
$50 million losses out of pocket. 

MR, SINCLAIR: Of course I dispute that. 

THE CHAIRMAN: Well, we will have to work on 
that. | 

MR, MAURO: Q.. Dr. Edwards, in some of 
the cases in which I was reading your testimony in 
your exhibits, I came upon this phrase "maximum 
reasonableness case" and an instant one was the 
Southern Governors! Case. As I understand the term 
"maximum reasonableness case", it is usually a situation 
where someone is applying to have a rate reduced, and 
the’ carriers, who become respondents, attempt to prove 
that the existing rates are in fact just and reasonable, 
that they are not beyond the maximum level . Is that 


a fairly amateurish definition of maximum reasonable~ 


ness case? 


A. I am not in a position to comment upon 


maximum reasonableness. In the Southern Governors! 
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~ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13056 


TORONTO, ONTARIO (Mauro ) 
1 
case the question that I was working with was: are 
‘ these grain rates, grain and the product rates --- 
Q. Too high? | 
i A. Are they reasonable in Bayete to the 
: out-of-pocket costs of the service, the fully distributed 
costs of the service, and a host of market conditions? 
; We spent more time on market surveys, almost as much 
‘ as we did on the cost study, but at no place did I have 
i anything to do with the question of the relationship of 
fi these grain commodity rates to some maximum reasonable 
- rates. I do not recall I ever testified on that. 
13 Rr Maybe I can refresh your memory. 
a A. Yes. 
15 Q. Docket 31503 -- cross-examination. 
16 A. That is not the same case, Docket 31503 
17 dealt with the divisions, not rate levels, 
big Q. All right, we will go to the Divisions 
19 Case, Would you tell us what maximum reasonableness 
20 is in the conceptual claim? Is it not a case where 
4 someone is attempting to have a rate reduced because 
y) they feel it is above the maximum reasonable rate? 


23 A. To my knowledge, maximum reasonableness 
4, never entered into the Divisions Case. It was a Peo a 
5 of taking some well over a billion dollars' worth of 


%6 total revenue on traffic, with some move to Class rates 


27 and some mave to Commodity rates, all kinds of rates, 


28 coast to coast; and the issue was a matter of splitting 
29 that money between three railroad groups with regard 


30 to their costs and their relative revenue requirements. 
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* ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13057 


TORONTO, ONTARIO 


(Mauro ) 


Q- Quoting from Volume 40, page 9508, 


you are being cross-examined by Freeman: 


ae I am addressing myself to your new 
exhibit.. 

"A, Yes, sir, 

"Q@. 688. Do. I correctly understand the 
term right at the top of page six, and again at 
the bottom of page six, that it is your view 
that In a maximum reasonableness case, or in a 
divisions case, branch lines which meet your 
tests of a solely related branch line should 
be charged with fully distributed costs -- I 
beg your pardon -- should be harged with fully 
distributed costs, and in a minimum reasonableness 
case should be charged only with out-of-pocket 
costs? 

"A, Would you read the question? 

(Question read), 

"The Witness: Well, that will have to be 
answered -- well, I can take them up one at a 
time, 

BO (By Mr. Freeman) Let me ask it, 
maybe we can simplify it. 

a You have three sets of conditions here. 

"Q, The lumber case was a minimum reason- 
ableness case, was it not? 

Fie Yea. 

"OX And you are defending the use of out- 


of-pocket costs in such a case, are you not? 
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ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13058 


TORONTO, ONTARIO 


(Mauro ) 
1 
, MA. Yes, the lumber case, with the 
; proposed rates having a 44 per cent margin over 
‘ the out-of-pocket costs, 
" "Q. And without resort to the solely 
, related concept, or the use of fully distributed 
, costs on a branch line? 
P PAN That is right. 
5 "Q. Now, the Grain Case, where you have 
10 used solely related concept, was a maximum 
rm reasonableness case, was it not? 
2 "A, Yes, I guess it is in that category. 
13 We showed the costs out-of-pocket, and then we 
14 showed what the effect of these burdens on the 
15 grain were, 
16 "Q. And when you showed out-of-pocket costs, 
17 you used solely related costs for branch lines 
18 that meet your tests of solely related lines, 
19 did you not?" 
20 A. Yes, sir. 
21 35 
22 
23 
24 
25 
26 
27 
28 
29 
30 
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Q. Now, you told us a few minutes ago you 
hadn't used the grain case as it wasn't a maximum 
rersonableness case. I suggest to you, Dr. Edwards, 
that, as I understand your testimony to these cases, 
you used the solely related concept in cases where 
rates were being attacked or investigated as being too 
high, and you are trying to show -- and I think 
properly, because where a person is attacking a rate 
as too high the carriers have the right to look to 
fully distributed cost under any differential in price 
because, in the first place, certain rates are reduced 
more than other rates -- and that, in minimum reasonable 
eases where the railways are trying to introduce a low 
rate, or where, for some reason there is an investiga- 
tion into out-of-pocket costs without any solely- 
related concept, that becomes the governing factor to 
find the rate below which a rate should not fall. 

Am I correct, Doctor, in that? 

A. No, you are not correct. That, to my 
knowledge, is the only reference to maximum rate -- 
the grain case which, you may recall, was at the 
request of the Southern Governors, to reduce the rates 
very drastically -- some 25 per cent -- which would 
move them from fully distributed cost to close to 
out-of-pocket; and it brought in the grain roads as 
a whole, and, that being the principal commodity, that 
was a very serious situation. 

Now, as to Gag trreeman's questioning, that 


being a maximum reasonable situation he may have caught 
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me in a weak moment. I view maximum reasonable rates 

as being the ceiling, and you havefloors anda 

servt of class rate concept -- the ON ae to 

volume moving traffic that moves under commodity rates. 

Now, the lumber case brought in there -- 

I didn't make that lumber study. I am not clear ... 

Q. Wascoe made it. 

A, Wascoe? 

Q. Yes. 

A. Yes; and he was under severe competition 
he was making some rate relationship on a rather 
limited scale for use in another proceeding. I had 
nothing to do with the use of this study except that it 
was drawn into the Trans-Continental Divisions case with 
some reference and I was asked to pass upon it and 
discuss it. 

Now, that is the answer; I do not pick and 
choose on this principle. 

Q. Now, I would also refer you to your 
exhibit in Docket 31711, which was the Fresh Vegetables 
from Texas, California, Arizona and New Mexico; and at 
page 17 of that exhibit I quote: 

- The gathering service costs for fresh vegetable 
traffic originating on branch lines was treated as 
solely related to the branch line traffic and 
distributed over all the traffic on the gathering 
branch. This conforms to the Commission's 
practice in abandonment cases where the economic 


justification of the continued operation of a 
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branch line is tested by comparing the revenue 


from the involved traffic with the sum of the 


total (100 per cent) cost on the branch line and 
the out-of-pocket cost of moving the traffic from 


the branch on main line," 


That is still this method used in the study 


Maybe I could read that again; it is 


slightly involved. 


A. Yes. 

Q. "The gathering service cost for fresh 
vegetable traffic originating on branch line was 
treated as solely related to the branch line traffic 
and distributed over all the traffic on the gatherin 
branch. This conforms to the Commission's practice.!." 
assume the I.C.C. practice -- 

"..- in abandonment cases where the economic 
justification for the continued operation of a 
branch line is tested by comparing the revenues 


from the involved traffic ..." 


-- from the fresh vegetables -- 


have 


case. 


"5. with the sum of the total (100 per ce:t) cost 
on the branch line and the out-of-pocket cost of 
moving the traffic from the branch onto the main 
line." 

Is that the method used here? And I see you 
a footnote. 


A. Yes; that was the method used in that 
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Q. Now, why didn't the C.P.R. apportion 
these solely related costs in proportion to the 
traffic originating or terminating on the ees 
Wouldn't that have been a fair distribution? 

A. Well, that was a rough-and-ready basis. 
It apportioned the total to this other traffic, assuming 
that, in fact, it had its rates before you and they 
would all be raised; and it took the traffic in issue 
as a minor part, or the smaller part, through all the 
branches. But that is not a true economic test. 
Where the other traffic apparently moves under a rate 
structure and there is no intent to adjust that rate 
structure, the problem is the reality of recovering the 
revenue requirement from the traffic, the existence of 
which occasioned the branch , We didn't have time 
to go out and to make the analysis study such as was 
done here and cost out all the traffic on the branch 
and put their car power against it. That is the 
eevkcke way to do it. This was a short-cut procedure. 

MR. SINCLAIR: Which was? 

THE WITNESS: The Fruit and Vegetables case. 

MR. MAURO: Q. Wouldn't it be far more 
equitable if, on these branch lines on which grain 
represents 70 per cent of the traffic, you were to 
allocate 50 per cent of the cost to grain and 30 per 
cent to traffic; and, if grain represented 80 per 
cent to allocate 80 per cent to grain and 20 per cent 
cost to the traffic? Why not make the distribution 


of solely related lines equal to the per cent of traffic 
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originating and terminating at the branch lines on 


the basis that the traffic is to the total traffic. 


A, The economic basis is that the rates 
beyond whatever other traffic is moving is presumed to 
be at that level which will yield its maximum contribu- 


tion to the branch, 


Q. EL see. 

A. Now, in arriving at this contribution 
between other traffic, the procedure was to take 
half of the revenues, if this was a car of machinery 
coming in from the head of the lakes, or coming in from 


Toronto to a branch in Saskatchewan -- we took half 


the revenue from this remaining traffic, assuming that 
the remaining one-half was consumed in the out-of-pocket 
cost of carriage -- a rough-and-ready procedure -- 

and that half of the traffic was credited to the cost 

of the branch line. 

Now, if we had followed the procedure we have 
here we would have assumed that there would be an 
adjustment in the rates of all the remaining traffic, 
and that was the principle in the grain case, and 
that was only applied where grain was the overwhelming 
proportion of the revenue~producing traffic on the 
branch. 

Q. I also want to refer you to your 
Exhibit 710 in Docket 31874, which is the Southern 
Governors! case. Again I quote from page 63. You 
have mentioned that "... branch lines solely related to 


grain are essentially those lines the economic continuanc 
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of which could no longer be justified without the grain 
traffic." Then you go on to state: 

i The general test employed was that ners and 
grain products constitute one-half or over of the 
total branch line volume, with remaining traffic 
producing insufficient revenue to support the 
branch, In the present study, 32 per cent of the 
carload volume on the branch line identified as 
solely related consisted of grain traffic," 

What would have been the result if the C.P.R. 
had used carloads instead of revenue ton-miles in 
determining solely-relatedness on branch lines? 

A. Well, they didn't use revenue ton-miles. 

Q. They used gross? Perhaps you would ask 
Mr. Stenason, Dr. Edwards. 

A, He may have shown statistics showing 
the proportion of total revenue ton-miles traffic con- 
stituting all grain; but that wasnotthe test. The 
test was whether or not the grain -- the remaining 
traffic -- had the earning power. He attributed half 
of the total revenue, main line and branch line, 
in support of the branch. That was the economic test 
along with the operating tests. 

Q. That is fine;but what I want to know is 
what were the carloads -- if you had used carloads? 

We have the statement from the Canadian 
Pacific telling us the percentage grain net ton-miles 
and the total revenue ton-miles in each one of the 


Solely related branch lines, so that obviously entered 
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1 
| into the determination of solely relatedness -- the 
per cent of grain net ton-miles and total revenue ton- 
‘ mites on the branch line ... 
: THE CHAIRMAN: Is that an exhibit? 
j MR. MAURO: I don't know, Perhaps we 
7 | should ... 
: THE CHAIRMAN: That was brought to you by ...? 
9 MR. MAURO: To Mr. Banks, by the railway, 
10 listing each and all of the branch lines -- the revenue 


TI ton-miles in grain. the total revenue 50 per 

cent grain and the total revenue dow inties Mend that 

13 was the percentage, wa Mr. Stenason could take a look 
at them ... 

15 MR. SINCLAIR: I am instructed by Mr. 

16 Stenason that that is what Mr. Banks asked. for. 

17 MR, MAURO: Q. I am suggesting, Dr. 

148 } Edwards, that as in the Southern Governors! case you 

19 state that you took the carload traffic on the branch 

20 line to ascertain whether or not it was one of the 

| tests of the fully-relatedness, and in the Southern 
Governors! case you found on all solely related lines 
the carload traffic was 32 per cent -- the number of 
cars represented 32 per cent of the total cars loaded, 
and I am trying to apply a similar test to the Canadian 
Pacific. I am advised that the revenue ton-miles on <=, 
grain represent 26 per cent of the total revenue ton- 
miles of Canadian Pacific. Do you agree? I think 
you have given it in your figuresyourself -- 26 per cent. 


A. Yes, \I believe that is right. 
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Q. Grain represents 19 per cent of the 
gross ton miles on the Canadian Pacific, but only 
13 ver cent of the number of carloads on Seatiies 
Pacific. In other words, on the Canadian Pacific, 
grain is 26 per cent of the revenue of the net ton- 
miles, but only 13 per cent of carloads; and on 
the Canadian National, by a strange coincidence, grain 
represents 18 per cent of the revenue ton-miles but 
only 9 per cent of the carloads -- in other words, 
exactly half in each case. On the C.P.R., it is 26 
per cent of the revenue net ton-miles and the carload 
figure is only 13 per cent; but with the C.N.R. if 
you take the revenue ton-miles figure, it is 18 and 
if you take the carload, it is 9. 

I am suggesting that if you had utilized the 
same touchstonein the C.P.R. cost study that you 
utilized in the Southern Governors’ case, using car- 
loads instead of revenue ton-miles, the per cent 
factor would have been reduced and some of these lines 
would not have been solely-related. 

A, The answer to that is that we didn't 
have time to run an economic test. The econom'c test 
is the true test. We cut it off at 50 per cent for 
time limitation, because we were dealing with a wide 
area of grain movement in the United States and there 
were some roads in the Mid-West that were in the study 
and some that were not, and those roads didn’t feel it 


feasible; so that was a statistical substitution for 


the economic test. 
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THE CHATRMAN; We will adjourn until 


two o'clock. 


---A luncheon adjournment. 
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(Mauro ) 
1 
' ---On resume at 2.00 p.m. 
3 THE CHAIRMAN: Order, please, Yes, Mr, 
4 Mauro? 
5 MR, MAURO: Q. Dr. Edwards, at the luncheon 
6 adjournment we were discussing the possible approach on 
7 a carload basis for determining solely relatedness as 
8 you had set forth in the Southern Governors’ case, 
? and my learned friend Mr. Sinclair and Mr. Stenason 
) have over the luncheon period kindly prepared a state- 
u ment based on carloads, and while my learned friend is 
not accepting my premise, he has chads drawn up a 
a statement as a percentage of carload traffic. 
i We can do it two ways, Mr. Chairman: either 
: by ee it properly prepared in a typewritten form 
s and submitting them as an exhibit, or I could read the 
“4 percentages in, or I could simply refer to those per- 
‘i centages which are below 70 per cent. 
4 THE CHAIRMAN: Well, do it as you wish. 
" MR, MAURO: I thought perhaps it would be 
21 


preferable if I referred to those below the 70 per cent 


level, and we have the documents. 

THE CHAIRMAN: That should cover it. 

MR, MAURO: Q. Now, under the carload basis, 
Dr. Edwards, those lines which fall below tne 7C per 
cent level are the Arborg line at 31.7 per cent --- 

A. To clarify, would you explain at carload 


per cent level, what it means? 


Q. Yes. As I understand it, this is the 
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per cent of traffic loaded by carloads of grain 
originating or destined on the line? 

A. Yes, 

Q. And in fairness to my ee, friend, 
Mr. Stenason did explain that the whole of the 


line was not considered solely related but just that 


portion of it at Stonewall. 

MR, SINCLAIR: The figure can't be broken 
down. 

MR, MAURO: Q. And the figure can't be 
broken down. So under the carload method, the 
Arborg line grain represents 31.7 per cent, on the 

Alida line 57.5 per cent;Manitou, 64.5 per cent; 


Rapid City 68.3 per cent; McAuley, 69 per cent; aah 


34.4 per cent; Kisbey, 50.2 per cent; Fife Lake, 
69.3 per cent;cassils, 34 per cent; Altawan, 62.5 
per cent. Those are the total items that are 
less than 70 per cent under that calculation, 

Under the former method, on the revenue ton 
miles, the grain formed 82.4 per cent; under the new 
calculation it is 75.3 per cent. So I just put those 
on the record, 

A. What is the new calculation?’ 

Qo 75.3 per cent. 

A, That is on the total carloads of grain? 

Q On all carloads. 

As But using the 70 per cent test? 


Q. Yes. 


A, . Well, in the grain case we used the 50 
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(Mauro ) 
per cent test, 


Q. I thought in the evidence you submitted 
in your Exhibit 72 per cent is what you said? 


Le No, I don't understand it that way. 
I believe that the minimum was taken as 50 per cent, 
but it averaged out to some figure in the 70's for 
all the branches, | 

Q. Docket 31874, Exhibit 357, page 12; 

"Adjustment No. 7, as listed in Table l, 

reflects the constant portion (20 per cent) of 
the expenses charged to the country origin 
branch line services which have been identi- 

. fied as solely-related to grain. The branch 
lines included are those between country origin 
and first transit point which would be subject 
to abandonment if the grain movement ceased. 
The traffic on these solely-related lines as 
measured in carloads was 72 per cent grain." 

A. That is the weight of the average of 
all of them, but I think you will find in there that 
the minimum =- any branch having over 50 per cent car 
load grain was taken with the solely related, and 1t 
ranged from there up to the 80's. 

MR, SINCLAIR: I think the document my 
friend has has that somewhere stated in it. 

MR, MAURO; Q. I am referring to the same 
Docket 31874, Exhibit 710, under a heading on page 
lla, "Solely-Related Facilities and Operations": 

"Before presenting and evaluating 


the overall cost results (Tables 1 to 4 here- 


i + Aa 7 7 
| eh Bis mii i, Md 
i We ane a Tey 

a “aseimaue om "Suan not a 9 vig 
| ie: nee alles a 
| Bi ie Oe ne ibinds aw abet ould be svante 
7 aidy ord’ ree Sa ‘omve ot tue some we 


. 


i 


i _ 


| 7 
: : ; 

jist; £9 « ea, euyete. pen a) fs | a 
gd efdat ot nears BS 4y. ot snactiawtbA" | ay i 


Riis, a 


“To! (sss «2g 0S) nie errr ade esootton.. w a i 


" 


filatto yrdaves ont oo Hegraco aeaneqre efit. 


f A ay 

-tdngb! need svat naw govkvre ‘omni donend . - 
donsid Sri aang) or napaton-uteton 2A ber? ” ore. 
Aigito. versa maowadd, Sood S18 bebulont hte F? 
Ada al tal bivow) Flo kitte tntoy stanua sexts bas 
Hawa inSee TOM atena ait a aera cr et, : 

ns eentt beter eter aneitt Ho 922 ‘uals ent . 
"ales dash aeq st iean ahaa Lteo nt berpasom > 


, nee ave! 

1o sgatave od% 10. ay tom Sit at gat GA J 
tad nord itt Datt Sore Hrpad ft Sud wend ‘lo tle | , 

| gt fh f 

S89, 7ceo 19q O04 (4vG ghivyse bovaidyae -- mutta One” } 
tk bes  beicler viélee Seo Aetw west eaw aber baot- * 


ade oii of av enen? moxt hegnet 


wn JHemoob. sid aie 7, : SRDACOMTS: AM 


un 


oD ot, botadn, exetiwonoe:'jedt wed eed boetay 7 
“mse ont of sniwr9tet ni oh ORAM ee | 4 


rt 4 oe 
ie eee estat) soto 


~ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13071 
TORONTO, ONTARIO (Mauro ) 


inbelow), it is desirable to first briefly 


discuss the constant costs or burdens incident 


: to the operation of grain branch lines. The 
: . costs involved are dealt with under adjustments 
ars) 
= Nos. 7 and 8, 
; : "It appears essential that the revenues 
= from grain traffic, in addition to covering 
: : fully the out-of-pocket costs in the tradi- 
; d tional sense, should also cover a share of the 
4 remaining constant costs present in the opera- 
- tion of solely-related grain branches before 
a any depletion of grain revenues is considered. 
Hi A study of theout-of~pocket or avoidable costs 
is for a commodity properly includes the constant 
ie expenses for plant, facilities and operations 
u which are solely-related to that commodity; 
18 otherwise, the burden represented by the pre- 
19 sence of these constamt costs cannot be 
20 recognized and allocated to the traffic which 
1 occasioned it. As a result, such burden may 
49 not be reflected in the rate structure of 
; a | this traffic. 
| 4 "Adjustment No. 7, a8 listed in Teble I, 


reflects the constant portion (20 per cent) of 
the expenses charged to the country origin 
branch line services which have been identified 
as solely=-related to grain. The branch lines 
included are those between country origin and 


first transit point which would be sub ject 
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to abandonment if the grain movement 
ceased, The traffic on these solely- 
related lines as measured in carloads was 
72 per cent grain. 
"Non-solely-Related Branch Lines: 
"The grain traffic should properly 
bear its economic. shares of the full costs 
of operating all of the branch lines on which 


it moves, including those not solely-related 


to grain. Value of service conditions con- 
sidered, grain traffic should not shift the 
overhead cost burden on such branch lines 
entirely to other traffic moving thereon or 
to traffic generally." 
Now, as I understand this concept, Dr. 
| Edwards -- do you recall giving that particular evi- 
dence? I think it pretty well states what you have 
a telling us here, that in your approach to these 
eobieus the constant costs, in addition to the out-of- 
pocket cost, such traffic on sol¢iy-related lines 
should bear the constant? 
A. Yes. 
Q. Now, a8 I understand this position, 
Dr. Edwards, you contend that branch lines exist to 
service traffic that originates and terminates on those 
lines? 
A. That is right. 
Q. And that the cost, both variable and 


fixed, of operating and maintaining these lines must be 
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borne by the traffic using the lines in question? 
| A. That is right. 

Q. And that unless this is done @ burden 
is placed on other traffic? 

A. That would be right. 

: 

Q. Now, I thought we would try to apply 
this to the Canadian scene, and we will start in the 
maritime. region, I assume that the rail lines in the 
maritime region are there for traffic that originates 
or is destined to the maritimes, and unless this traffic 
bears its fully distributed cost then a burden is 
placed on cee traffic? 

As yes. I don't know of any solely- 
related branches in the maritimes, If there are 
- solely-related branches there, that would be the case, 

QQ; I am trying to go to the heartof the 
concept itself, that where there is a line and the 
nae ae line is to service traffic that 
Peipinates and terminates on that line, and that unless 
the traffic which originates and terminates on that 
line bears its fully distributed cost it places a 
burden on other tvraffic. That iw actually t..e basile 
philosophy behind it, in its simplest terms. The 
thinking is if they have a line of rail that rail line 
is there to service the traffic tuat uses that line, 

THE CHAINMANs: That ia all the traffic. 

MR, MAURO: Q@. And unless all the traffic 
that uses that line can meet its fully distributed 


ri a ie 
cost, then a burden is placed on other traffic? 
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A. ‘That would be so, 

Q. So taking the maritime region of Canada, 
we have extensive rail facilities in the maritime region 
and the only purpose of those rail facilities in the 
maritime region is to service traffic that originates 
or is destined to the maritimes, and unless it pro= 


vides revenues which cover the fully distributed cost 


of maintaining and servicing that rail line, there is 
a burden put on other traffic? 

A. That would be true. 

O10 And then the lines in the province of 
Quebec, moving westerly, were similarly constructed 
for traffic which originates and terminates in the 
province of Quebec, and unless the rates charged in 
the province of Quebec return full costs, a burden is 
placed on other traffic? 

A, Yes, a burden is placed on other through 
traf fio. | 
| | Q. And that can continue through Ontario, 
Manitoba, Saskatchewan, Alberta, British Columbia, 
that the lines in those provinces were constructed to 
=e the traffic which originates and whick is 
destined to that area, and unless rates in tnose pro- 
vinces meet fully distributed costs, a burden is placed 
on other traffic? 

A. Are you talking about branch lines or 
through === 

o. I am talking of all traffic. 


A. On all lines? 
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Q. Yes, on all lines, because under the 
requirements formula, whatever is not picked up 
by one traffic, if cost increases and fully distributed 
costs are not covered in those areas, a Baten is 
placed on other traffic to pick it up. 

THE CHAIRMAN: On all branch lines? 

MR. MAURO: Q. No, on all lines, 

A. Well, I have never conceived that 
solely-relatedness being applied to the main lines, 

I have looked at the separabie Pacilities. When 
you are talking about the main lines, it is like 
cutting a dog in three pieces -- the parts can't 
live, presumably. So it is the variable parts of 
the operation I have treated that way. But the 
entirety of the burden must be met in the sum total 
constant cost. 

Q. There is a totality of burden. Take 
the Canadian Pacific Railway. There is a totality 
of burden, and this totality of burden is distributed 
over all of the traffic; is that correct? 

Re That is correct. 

Q. And a certain traffic over certain lines, 
without restricting it to branch lines, does not return 
its fully distributed cost, to the extent it fails 
a burden is placed on other traffic if the C.P.R. is 
to recover this totality of burden. Isn't that --- 

A, Well, strictly speaking, no; for the 
reason that if any traffic fails to recover its 


fully distributed cost it is necessarily burdening 
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other traffic -- that goes back to the question of 
value of service m that traffic, and if it is con- 
tributing, making its maximum contribution, its 
elasticity of demand for bvamabontatdon conmidereds 
then Lt is) not. burdening other traffic if it is doing 
the best it can economically, considering all the 


rest of the considerations. 


(Page 13078 follows ) 
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Q. We will come back to the Maritime 
region. If under your philosophy the lines exist to 
service traffic that originates and peri nkweben those 
lines, and that the costs, both fixed and fate must 
be recovered from the traffic that utilizes the lines, 
unless the burden is to be placed on other traffic, 
then just restricting yourself to the Maritime region, 
to the extent that the traffic originating and destined 
to the Maritime does not return fully distributed 
costs, then traffic in Quebec, Ontario and across the 
country must make up this difference, isn't that 
correct? 

A. Well, I have never carried it that far, 
to say that the fact that they did not cover the solely 
related costs was burdening other traffic, if they 
maximized their contribution as a whole; I have never 
carried that into slicing up the railroad into pieces, 
sectional pieces. I think it is one big frame. 

What do you want me to think? 

Q. I just want you to tell me whether or 
not lines in the Maritime region are solely related to 
traffic that originates or terminates in the Maritime 
region. 

Ae Well, you have wheat moving to export, 
for some reason, through Halifax. I do not thin that 
is solely related to the --- 

Q. Is that not traffic which originates 
or is destined, as far as the Canadian railways are 


concerned -- I do not find any difficulty in my own 
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thinking on this, Dr. Edwards, but I would be pleased 

to have you clarify it. It seems to me that under your 

definition of this concept of solely nevetediedes 

the lines in the Maritime regions were ceusiieecees 

are maintained, to service traffic that originates 

and is destined to the Maritime. 

A. I have looked upon the lines, main 
lines in the Maritime region as inseparable with the 
trunk line system of the railroad. I had never 
viewed it otherwise. The same way with British 
Columbia. 

If you followed that concept through and 
backed up in the Maritimes as far as Montreal and then 
took the Pacific Coast and backed up to somewhere in the 
neighbourhood of Calgary, you might, say, apply your 
concept. Then you could go back and chop up the 
whole mainline system. 

I am not viewing these segments of the main 
trunk road as being separable from the Canadian 
National and Canadian Pacific systems as a whole, and 
yet still leave them a living organism. I mean, the 
organism would collapse. 

That is my problem with looking at main 
line integral parts of a system as being solely related 
to traffic, as being solely related. 

Q@. Well, the whole basis of your applying 
to the branch line factor fully distributed costs, Dr. 
Edwards, is because you say the branch lines were 


constructed and maintained to service traffic which 
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originate or is destined on that; and that unless 
the traffic utilizing the service of the branch line 
returns fully distributed costs, it places . burden 
on other traffic, I say to you that votecus apply 
that concept, if you want to be consistent, to every 
line in the Dominion of Canada, and every line in the 
Dominion of Canada which was built to service traffic 
in a particular area of this country should be main- 
tained by receiving fully distributed costs from the 
traffic on those lines, and that if it does not the 
burden is placed on other traffic. 

That is the only way the railroad can get 
their money. They have a totality of burden. If 
you follow consistently your philosophy on solely 
related costs, we should solely relate the costs in 
each region of Canada and say that if that region of 
Canada does not return the fully distributed cost 
of maintaining the lines in that region, the burden is 
placed on other traffic. 

THE CHATHMAN : Forgetting grain as such for 
the moment, 

MR. MORRoW: We are talking about, yes, 
transportation and the system. 

THE WITNESS: Well, fundamentally, Mr. 

Mauro, I have looked upon all these branches as variable. 
I have looked upon them as broadly and conceptually 
as variable in the way the train crews or fuel might 
be variable, in that these lines might be dispensed with. 


F . 5 { ews 
The branch lines might come and go as fuel or train cr 
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might come and go. 
My experience with abandonment cases and 
great numbers of them and observation of them, I have 


seen thousands of miles of branch lines in the United 


States abandoned in the last seven or eight years. 

So that they are an expendable part of the 
plan without collapsing the plan as a whole. 

This point has been raised before: why 
don't you consider the main line of the Union Pacific 
from Cheyenne to Ogden as expendable? Well, there 
would be no Union Pacific if that were the result. 

At least, the whole operation would collapse as an 
entity. 

So fundamentally one is a variable expense 
with the plant being maintained; the other, you 
collapse the whole plant when you carry it as far as 
you have. I think that is probably the fundamental 
distinction. 

Q. So there is a distinction in your mind 
between the solely relatedness of a branch and the 
solely relatedness of main lines; so that if we 
follow this branch line concept of yours to its 
logical conclusion, would it not be more equitable to 
establish a branch line arbitrary rate in other 
words, instead of increasing the rates on an entire 
commodity, since this is just a commodity that is deficient 
on rather the particular branch line operation? 

Take as an example, if there were a lumber 


operation on a branch line in British Columbia started 
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by Commissioner Anscomb, and I started one, thinking 
this all out, on the main line. Why should I be 
penalized with the deficient operation of damsikneanes 
Anscomb's branch line, when I used eran uetieee ae on 
it and positioned myself on the main line? Why 
should my lumber rate on the main line carry fully 
distributed costs when they are not necessary on the 
concept of solely relatedness? So why don't we set 
up a branch line arbitrary? 

A. I have never given any thought to 
branch line arbitraries. The problem is here to find 
the costs that can be associated with and variable 
with the instant traffic as the test of the proposed 
rate. 

| Q. So that when the rate-making body comes 
to set these rates, they must also consider, Dr, 
Edwards, the ability of the commodity to pay the rate 
in question, is that correct? 

A. Yes, sir. 

Q. And if the rate-making body comes to the 
conclusion that the commodity cannot pay full costs, 
rather something less, what should it do? Should it 
set a lesser rate considering the ability of the 
commodity to pay? 

A. Well, I think I have spent a good part 
of the last day going over those questions again and 
again. We can take them up again as to --- 

Q. I don't want to labour you with ques- 


tions you have already answered. 
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A. --that question of consideration of the 
value of service and rate-making elements as I have 
exvounded for hours and hours on that Beaten but 
these non-cost considerations are elements that play a 
very important part in the determination of a just and 
reasonable rate. | 

Q. Now, Dr. Edwards, I do not want to go 
over these points even twice but assuming that the 
Commission refuses to accept, or in considering the 
ability of grain to pay it decides that the full cost 
figure submitted by the Canadian Railways is out of 
the question and they give something less than full 
cost, then this additional burden will have to be 
borne by other traffic, is that correct? The burden 
that is not granted by way of the rate increase? 

If they do not give full cost but only 80 per cent of 
full cost, the other 20 per cent is going to be borne 
by other peer ta: is that correct? 

A. I would say that it would probably be 
borne not by other traffic, it would be borne by the 
railroads themselves. If they were earning their 
full cost of money and the other traffic was in such 
a position that they could take increases and high 
rates, and that were demonstrated, and that such 
adjustments upwards would be made, if you are con- 
templating that; but as it now stands I do not see 
clearly that other traffic is bearing it all. Maybe 


they are contributing. 


To the extent to which the stockholders are 
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1 
; bearing it, by earnings lower than the cost of money , 
F and to the extent to which traffic is bearing it, 
; it would be something to be determined; but unless 
; the earnings are at the cost of money, it is certainly 
é being borne by those who had earnings that are sub- 
7 stantially less than that level. 
P Q. Could I advance this question, Dr. 


9 Edwards, to support my contention that this solely 
10 related concept of yours has been tendered in maximum 


1 reasonableness cases. In those cases where an investi- 


12 gation is being made as to whether or not a rate is 
13 too high, the solely related concept has been 
14 advanced as being a legitimate approach to determining 


15| What the maximum level of rates is just and reasonable; 


16| but in minimum reasonableness cases you have presented 
17 out-of-pocket costs as the determining factor and full 
18 costs merely as a guide to the rate=-maker. 

19 A. No, I would not say that is true. 

20 Q. We are on to the final point that I want 
m1 to deal with, Dr. Edwards, and that is the method of 

22 rate making and just and reasonable rates. You have 


93|| told us that the rate being asked for by the railway 


24| representing full cost is a just and reasonable rate in 
25| your opinion? 

26 Acie . Yee: 

a7 - Q. «Would you feel that a rate 33 per cent 


28| above fully distributed cost would be just and reason- 


29| able for moving grain in Canada? 


30 A, I would fee} that a rate 33 per cent 
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1 
j above the rate proposed would not be a just and reasonablle 
: rate, based on the traffic and rate-making consideration 
4 as set forth by Mr. Roberts and Mr, Crump. 
5 "a. See if you would agree with me, Dr. 
6 Edwards, as to the definition of a proportional rate. I am ¢ 
7 ting from the Traffic Dictionary by G.T, stufflebeam at ry 
8 175: "Proportional rate a a rate applying as a pro- 
9 "oortion on a part of the road of a shipment 
10 "between one station and another -- but moving 
11 "between the two stations, either originating beyond 
12 "the first or destined beyond the second. For 
13 "example: a rate from Syracuse, New York, to 
14 "St. Joseph, Missouri, is made up of the rate to 
15 "the Mississippi River from the point of origin 
16 "plus the rate (proportional) to St. Joseph. 
17 "This proportional rate is less than if the shipment 
18 "had originated at a Mississippi River point." 


19 Do you agree that that is a proportional rate? 


20 A. Yes, proportional rates are widely used in 


21 the States and are simply the factors of the true 
22 rates based upon, well, a division of the true rate. 


23 For some reason you have to break it because the 


shipment stops or usually because the shipment stops. 
Q. And it is usually less than the combination 

of the locals. In other words, as Stufflebean 

says, from Syracuse to New Joseph is less than what is 

made up of the rates from Syracuse to the Mississippi 

plus the balance; 4t is less than the rate would be 


if the shipment had been originated at the Mississippi 
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River to St. voseph, Missouri. 

A. Yes, but I do not leok upon that as 
anv test of what a proportional rate is. beer eed 
rate, to my understanding, is, you pay the balance of 
the through rate, but most through rates between 
distant points are higher than the combination of 
locals. 

Q. What was that? 
A. Most through rates -- what did I say? 


Are lower than the combination of locals. 
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Q- I will read his definition of "Export 
Rates" at page 94: 

z Tariff published rates or charges on shipments of 
traffie destined to a foreigncountry; in case of 
steam vessels, the rate from originating points 
in the United States to the port of exit," 

That is an export rate, as I understand it, Dr. 
Edwards. 

A. I am sure it is; but I missed a sen- 

tence -- a part -- in there. 

Q. I will read it again: 
Tariff published rates or charges on shipments of 
traffic destined to a foreign country; in case of 
steam vessels, the rate from originating points 
in the United States to the port of exit." 

A. Yes; applicable only on the export 
traffic -- special rates on the export traffic. 

Q. And I am correct in stating that pro- 
portional rates and export rates are invariably lower 
than rates for local delivery? In other words, the 
rate from Winnipeg to Halifax for export is lower than 
the rate for delivery in Halifax. 

A, That is only true of the export rates, 
but proportional rates referring to through rates -- 

I am thinking mostly of my grain experience -- the 
through rates of Minneapolis to Jacksonville, Florida, 
with a right of milling in transit at one or more 
intermediate points -- the proportional rates are the 


division of the through grain rates into proportions to 
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the outbound transit conditions. You see, you have got 
the higher cost and lighter load bearing on what the 
rate would be on the through movement. 


Q. There is no question the proportional rat 


is always lower than a combination of the locals. 


A. The proportional rate is a factor in 
the through rate available. 

Q. That is the whole purpose of it, isn't 
it, that on the through rate they only pay a proportion. 

A. Yes; but if you take the through rate at 
$2 from Minneapolis to some point with a stop-off in 
Ceaneit and a break at Chicago and the total rate is 
$2 and the outbound proportion is a dollar -- the 
inbound factor is a dollar -- the sum of those two add 
back to the through rate; but if you shipped into 
Chicago without the transit privilegeson the straight 
local rate and then picked up grain that came in by 
truck and didn't have these privileges and it went out, 
then, I guess the two factors added together would be 
greater than the $2, 

Q@. But my point is -- forgetting about the 
transit privileges -- that a rate based on a proportion 
of one of the local rates invariably is lower than the 
combination of the locals. 

A. Yes, you are right. 

Q. At page 12804 of Volume 72, Dr. Edwards: 
7 Q. Normal rate-making? 

A. Rate-making and market factors would 


apply as they affect the making of the railroad 
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" 


prices. Out-of-pocket costs on this traffic is 
somewhere in the neighbourhood of 7s mills a ton- 
mile. The traffic is a very large proportion of 
the whole. I would believe that if were the 
traffic manager of these railroads and had the 
evidence before me that I now have and followed the 
usual considerations of trying to make the maximum 
contribution to my burden, that I would contemplate 
a rate somewhere in the neighbourhood of one cent 
per ton-mile as is now done..." 

Dr. Edwards, the export rate from Fort 
William to Montreal is 55 cents per 100 lbs. for 990 
miles, or a return of 1.06 cents per ton-mile. 

According to your statement, this is a reason- 
able rate; it is over the one cent per ton-milefigure. 

A, That is rail? 

Q. This is rail -- grain from Fort William 
to euteputitar export, 990 miles, 524s cents per 100 
lbs., resulting in 1.06 cents a ton-mile. You say you 
would contemplate a rate somewhere in the neighbourhood 
of the one cent per ton-mile as is now done; SO 
that that rate, in your opinion, would come up to the 
standards which you would set? 

A. Unless there is -- if you are considering 
the cost factors and they are the same and when we 
consider the value of service factors and we were to 
put the two together -- you are asking me that question. 
Well, I have the problem of leaping to conclusions -- 


that that would be a just and reasonable rate -- without 
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looking at the market factors surrounding that movement. 
Is it a depressed rate or is it a competitive rate? 

Q. Well, the railways aren't asking for 
any increase in the rate from Fort William to Montreal, 
and the rate returns 1.06 cents per ton-mile, which is 
greater than the 1 cent that you suggest is a just and 
reasonable rate on the Crow's Nest movement -- the 
statutory rates; so that the present rate from 
Fort William to Montreal, returning 1.06 cents per 
ton-mile, would come up to your standard of 1 cent per 
ton-mile. 

A. Well, it would be easy to say Yes, but 
you look at the factors surrounding the movement of 
the traffic. Now, it might be easier to say: 

"Well, I suppose they are all the same," I don't 
know whether they are or not. I don't know how the 
rate was made up. It is a hard question to stand 
here and answer that this is a just and reasonable rate 
on this movement without evaluating all the factors I 
have listed that enter into the rate. | 

Q. These are the statutory rates I am 
referring to. 

A. So I understand, 

Qo So that if the railway felt they were 
unjust, they are completely free and ready and willing 
and able to move those rates upward if they saw fit. 

A. Well, your statement would stand for 
itself, I suppose. 


Q. And you have studied the grain problem in 
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1 

Canada. You know the statutory rates only go to 
2 

Fort William and Vancouver. 
3 

A. Yes. 

4 
: Q. And that east of Fort William this is a 

rate established by the railway and it returns 1.06 
6 
4 cents per mile which comes up to your general standards 
3 that you have established, being a just and reasonable 
9 level of rate for the movement of grain. 
10 A. The fact that it is on the books, I 


i suppose, speaks for itself. That is what you are 
saying. 

13 Q. The rate from Fort William to Halifax 

14 is determined by adding 1 cent to the Montreal rate, or 
15) 2 through rate of 533 cents per 100 tons for 1,719 miles, 
16 or at .62 cents per ton-mile. 

17 Would you agree that this also is a reasonable 


18 rate since it is on the books and the railways, if 


19| they so wishec. could raise the rates. 
20 A, I can't answer that question. 
of Qe The 1 cent rate for the additional 


22 729 miles is a rate arbitrary or proportional rate and 


23 produces .027 cents per ton mile, or three-quarters of 


24 amill per ton mile; so that comes pretty close to 
95| the 74 mills per ton-mile. 

26 A. Well, I presume that that incremental 
oT movement beyond Montreal is through train movement -- 
28| trunk line movement -- without gathering service 

29 obligations, 


30 Q. You and I know it is very valid rate- 
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1 
, making to set an arbitrary on a movement which con- 
F templates furtherance. The 1 cent arbitrary over 
” the Montreal is a valid rate-making seeeanies because 
: one of the principles of rate-making on these aie 
i rates is that the proportional rate contemplates 
4 further transportation; it is not a final or total 
8 cost; and this rate arbitrary over Montreal to 
9 Halifax is a just and reasonable rate put into effect 
10 by the railways without any statutory obligation, 
mT because it could be ... 
12 MR. McDONALD: There are statutory obliga- 


13 tions; you get the question of favouring Canadian ports; 
14 there is the ob ligation on Canadian National Railways 


15 to favour the Atlantic ports; and also the parity of 


16 rates, comparing the parity with New York and Baltimore 
17 and so on. 
42 MR. MAURO: This is now getting down to 
19 just and reasonable rates based on competition from 
20 American ports and necessity, andI am very pleased 
1 that my learned friend, Mr. McDonald, pointed out some 


22 of the matters of national policy that necessarily 


93| come into rate-making, and the necessity of getting 


94| goods to export positions. 


25 Thank you very much, Mr. McDonald. 
26 MR. McDONALD: I am very glad to help you. 
27 MR. SINCLAIR: I might say, Mr. Chairman, 


98 that we do not maintain a parity, and the obligations 
29| that Mr. McDonald referred toare statutory obligations 


30] on the Canadian National, which we have not. 


Ya «Silesia ta98- it 2 ee 

‘e veusoed efoteateg aaaienel mse 
: 2a _ nedaLqnednoe eter  necatonogone | 
rs |) fates v0 fort? # ton ab t2 -qmoneatee ste no D 
ae » eh Deemtaalt Tove pemeabthen oven etits one 
a dostte octet Jaq etsy sidencesst One tent: s efx 
ee wnoitaatido santas yom duoritw a ak > As 


. o¢ bises abe Dake 69 a 


— YAOI MBSR MTS esont a -OIAKOGOM fit ; enc 4 
{ fiatbensd gninvovet to mokdusep sds es ee Bs ° “4 
AyBWItsH IecobdeM hatbensO no mottegt! Jo: sett at sien 
‘9 Re. ¢etand okt cele Bas ,adnag olinsit&é add cao rie © 
etomtd laa bes wx0¥ well ds ba VeLIsq ody gntsaquos 


} | 
Uy 


od mwobh Suicide, won ef etdT  :OfUAM SM | \ aoe - 
mors notiideqion mp bessd setst eldanouret tis tent, 
beneela yey as I thus .ysiseoven bas adtoqg ‘eantebnk | 
SOB eed pedator .blenoGoM .1M .bnetet becmpel vym dead f 
CLEtsaeeoer desist yolfog Isnoitan to sisiiam ee , 
-gabiceg te ydiaessen eit bus .gatnem-oders oomt emoo 
ie BHolILeOR JSareqxe: od nhoos: j 
.bisnotoM .«H Roum yrev OY ree, a 
voy hed od ee ?.IAKOGoM AM 
sustinnbece) aM entadahll te: ATADOULE HE 
atottast ido orit boo edtng # ntednten sea sa i 
amutangntde vrondnts mia eneetes Sanat ood 


oerera 
«ton owen ow sdetelw ¢ . od ev 


/% 


* ANGUS, STONEHOUSE & CO. LTD. Edwards 
’ 


TORONTO. ONTARIO Cr-ex 13093 
(Mauro ) 

1 
‘ MR. MAURO: Q. Now, with reference to 
: these proportional rates, just to make clear that they 
‘ are not anything unheard of, I would refer ae to page 3 
; of this burden study, Dr. Edwards. I Bees ane you 
, had referred to anthracite coal, and in one case I 
y notice a fairly large movement of anthracite coal to 
: washers; that is where it goes to have the coal cleaned; 
; and then it would be further transferred after that; 
10 and it returned 32 per cent of out-of-pocket -- 32 per 
1 cent of out-of-pocket -- and only 18 per cent of fully 
1 distributed cost. That is the movement of anthracite 
B to washer. 
14 A, This movement of anthracite to washer is 
15 all contemplated in the total rate of anthracite. It is 
16 a short-haul move from the mine to the washery to lift 
17 out the rock and the unclean elements in it so that 


18 they won't be hauled through to destination; and 
19 that rate was made as a nominal charge; and in any 
20 consideration of the total rate on anthracite, it isn't 


1 too far below fully distributed. 


22 Q. And that is true of this proportional 
23 rate whiich exists in the United States, which returns 


24 32 per cent cf out-cf-pocket and only 18 per cent of 


95 fully distributed as part of the total. 


26 A. Well, I never heard that referred to as 
27 & proportional rate. Maybe it might be so defined, 

28 but whatever you call it, it is no test. You would have 
29 the through movement of the particular commodity, and 


30| it doesn't come to rest at the washery; it goes beyond; 
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and you have to contemplate the total charge which is 

quite compensatory. 

COMMISSIONER MANN: That would not have 
been given unless the movement carried on by rail? 

THE WITNESS: Oh, yes. 

COMMISSIONER MANN: That is contingent 
upon its carrying on by rail? 

THE WITNESS: Yes. I don't know where 
that rate came into being; I don't know when; but it 
is relatively new in our rating studies, and the basis 
for it I don't know. But it is quite obviously just a 
nominal charge on the stop-off of the through movement 
to clean the coal. 

MR. MAURO: Q. I now wish to refer you to 
some comments or statements relative to grain in the 
transcript of evidence of one, Arkle, who is an officer 
or employee of Canadian Pacific, Dr. Edwards, and 
this evidence was taken in Ottawa, Ontario, on May 25, 
1953, re the removal of hold-down of Crow's Nest Pass 
Ratef® on grain and grain products between prairie points 
and Fort William. 

I am starting to read from page 8,012, where 
he was questioned by my learned friend, Mr. Sinclair: 

"Q. Would you tell the Board, Mr. Arkle, 
"whether traffic conditions are similar in the 
"movement of grain for local consumption, grain 
"oroducts for local consumption within Western 
"Canada and grain and grain products moved to 


"Fort William. 
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eu Edwards, cr-ex 13095 
(Mauro ) 

"A. There are substantial differences in 
"how grain is carried if it is destined locally 
"within Western Canada and if it is desiiuse to 
"Fort William. 

"Q. Can you give us an example? 

"A. There are differences between local grain 
"and Fort William grain in the volume transported, 
"that is one. 

"Q. Yes. 

"A, And the contract of carriage is two. 

"Q. And the minimum weight governing grain 
"products, and the further transportation charges 
"that are contemplated when the traffic moves. 

"THE ASSISTANT CHIEF: Excuse me, Mr. Arkle, 
"please. What was No. 2, did you say? 

"A. The contract of carriage. 

"MR. SINCLAIR: Q. Well, it might be 
"wise, Mr. Arkle, and it would be of some assis- 
"tance to the Board, if you explain a little more 
"and tell the Board the differences, for instance, 
"on each of those categories that you speak of. 
"Take the volume first. Why do you say that the 
"volume to Fort William is a significant difference 
"compared to the volume of local mileage grain 
"and products? 

"A. The movement to Fort William is virtually 
"in solid trains handling maximum tonnage with 
"minimum of switching or terminal work both in 


"transit and at Fort William. 
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ANGUS, STONEHOUSE & CO. LTD 


TORONTO. ONTARIO Edwards, cr-ex 13096 
(Mauro ) 


"Q. Yes? 

"A. Grain and grain products moving locally 
"within Western Canada invariably eu ait the 
"frequent handling of single cars. 

"Q. Yes. Now, does all grain moving to 
"Fort William channel in at a single point on the 
"Canadian Pacific, for instance? 

"A. Yes, it comes into Winnipeg and then is 
"made up in solid trains, they are terminaled there 
"and move to Fort William in solid trainloads. 

"Q. Going further back on the main line 
"are there other channels? 

"A, Yes, you might get a solid train at 
"Moose Jaw come right through to Fort William withou 
"any -- well, with a minimum of terminal work. 

"Q. Yes, I see. Now, that was the first 
"reason you gave. I think the second point was 
"the contract of carriage, there was a difference 
"in the contract of carriage under which grain 
"moved to Fort William and on which grain moved 
"locally on the local mileage rates within Western 
"Canada. Would you expand that, please? 

"A. The contract of carriage is different 
"on grain to Fort William, the railways under the 
"Serms of the bulk grain bill of lading forego 
"demurrage in order to have the privilege of 
"diverting cars of grain to elevators at Fort 
"William which are able to unload such cars 
"promptly, when elevators to which the cars are 


"actually consigned cannot do so. . . 
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“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr=-ex 13097 


TORONTO, ONTARIO 


(Mauro ) 
1 : 
; MR. SINCLAIR: Would you tell the witness 
4 whether they are able to take advantage of that? 
i MR, MAURO: Of the diversion? 
5 MR. SINCLAIR: Yee. 
A MR. MAURO: I am saying they can divert 
¥ cars. 
8 MR, SINCLAIR: I think he should have told 
9 the witness whether the railways are able to make use 


10 of the diversion clause under the bill of lading. 


11 MR, MAURO: You have your contract. 

12 MR, SINCLAIR: I think this is important. 
13 MR. MAURO; Q. "What is the contrast 

14 on those points with grain moving locally? 
15 A. Grain moving locally within Western Canada 
16 or to points other than Fort William are sub- 
17 ject to demurrage. 

18 "Q. And can you make diversions of 

19 those cars at the will of the railway? 

20 A. No, you cannot divert as you can do 

21 at Fort William." 

22 This is only 1953, mind you. 


23 MR, SINCLAIR: You tell the witness whether 


24 he can do it in 19530. 


25 MR. MAURO: You don't want to change con- 
26 tracts from year to year, do you? This contract is 
27 for all time. 

28 MR. SINCLAIR: Inform the witness whether 
29 they were able to make use of the diversion provision 


30 of the contract in 1958. 
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“ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13098 


TORONTO, ONTARIO 


(Mauro ) 


MR. MAURO: Well, Mr. Arkle was the one 
giving the evidence, 

THE CHAIRMAN: That was the eiuestidn then. 

MR, MAURO: This is the gape eee of Harry 
Arkle, a member for forty years of the Canadian Pacific| 


MR. SINCLAIR: Would learned counsel inform 


the witness as to whether the situation in 1958 was 
the same as in 1953? 

MR, MAURO: What has that got to do with it? 
I am not writing an opinion, I am reading someone's 
testimony. 

MR. SINCLAIR: I am very happy he has brough 
in this questiom of demurrage. 

THE CHAIRMAN: you can bring in. evidence 
later. 

MR. SINCLAIR: Oh,. no, 2G 28) already before 
the Commission at the request of the Commission and 
Comsis signer Mann. We have undertaken to file the 
entire record in the demurrage case for the Commission, 

MR. MAURO: I think it is most unfortunate 
-~- these interruptions when I am quoting testimony 
from one of my friend's own witnesses. 

"Q, What is the contrast on those points 
with grain moving locally? A, “Grain 
moving locally within western Canada or to 
points other than Fort William are subject 
to demurrage. 

"Q, And can you make diversions of those 
cars at the will of the railway? A. No, 


you cannot divert as you can do at Fort William. 
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“ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13099 
TORONTO, ONTARIO 
(Mauro ) 


"Q. I think the third one you gave, Mr, Arkle, 
had to do with minimum weights and carloading, 
and would you expand on that a little, please? 
A. The minimum weight on grain products 
handled under terminal rates to Fort William 
and Port Arthur is 50,000 pounds whereas the 
minimum on grain products under the mileages 
rates in western Canada is 40,000 minimum. 

"Q. Fourth in the reasons you gave was 
transportation, additional transportation 
charges." 

We get to the point of these proportional 

rates, Dr. Edwards. 
"I think you said there was a difference in 
that respect? As Well, the movement to 
Fort William contemplates the assessment of 
additional transportation charges on grain or 
its products beyond that point either (a) to 
all rail, lake and rail or all water. On 
the local grain and grain products between 
western points, that is points east of the 
lakehead, no additional charges are contem- 
plated. 

"The Chief Commissioner: Q. Mr. Arkle, 
have you any figures that might show the total 
export from Canada in any given year of grain 
products and flour? I mean by that this: I 
suppose in Canada we have a 33 million bushel 


wheat crop." 
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~ ANGUS, STONEHOUSE & CO. LTD. Edwards, cr-ex 13100 
TORONTO, ONTARIO (Mauro ) 


It shows you how much the Chief Commissioner 
knew about it at that time, Mr. Chairman. 

Q. I simply read you that, Dr. eae: to 
tell you that in the movement of grain in Canada these 
statutory rates, Crow's Nest rates, are in fact pro- 
portional rates or export rates. They contemplate 
burdens, and I wondered whether you had this in mind 
when you decided that the one cent per ton was a 
just and reasonable rate for the carriage of grain 
under statutory provisions? Did you know about 
that? 

ns The determination of whether the one cent 
was a just and reasonable rate was based on the factors 
enumerated by Mr. Roberts as a traffic man's analysis 
and judgment, and Mr. Crump's analysis. 

Q. Did Mr. Roberts or Mr. Crump tell you 
these rates were proportional and they contemplated 
further transportation costs? 

A. I had no discussions with them on the 
subject. 

Q. The, I refer you to page 12782 of 
Volume 72. You were asked the question by Commissione 
Mann, and you answered: 

"No, I am just not supporting the proposition 
that seems to me most abhorrent, that a 
carrier be expected in the year 1960 to sell 
its services at the rates of 1899. That 
to me is a most astounding situation and it 


is the relief of that that I look to in its 
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ious sronmuoureacows = Edwards, er-ex 13101 
| (Mauro ) 
narrower framework," 
And again, on page 12784: 
"The Witness: Yes, sir. I would like 
to narrow it this way. I do not Lave to use 
Strong language, but I feel in a sense out- 
raged that any private company in the economy 
should be asked to give out in a large, 
tremendous area of western Canada, some 45 
per cent of all its services at the rates of 
1899. I never heard of such a thing," 
I just wanted to refer you to the prices on 
grain over a particular period, Dr. Edwards, and I 
wanted to perhaps ask you your opinion as to outrage 
and abhorrence on that. Prior to 1898 the price of 
wheat per bushel was 99 cents and the rate to Fort 
William from Regina was 23 cents. In 1899 the price 
of wheat was 70 cents a bushel, the rate 20 cents. 
In 1908 the price of wheat was $1.05, the rate 18 
cents, In 1918 the price of wheat was $2.21 a 
bushel, the rate 24 cents. In 1930 the price of 
wheat was 64 cents a bushel, the rate 20 cents. 
THE CHAIRMAN: Per 100 pounds. 
MR. MAURO: yes, 100 pounds. 
Q» In 1932, 64 cents a bushel; transpor- 
tation charges 20 cents per 100 pounds. In 1933 
the price of wheat was 54 cents a bushel, transpor- 
tation charges 20 cents per 100 pounds. And sub- 
sequently, except for the years 1936 and 1937, it 


was not until 1943 that the price of wheat reached the 
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~ ANGUS. STONEHOUSE & Co. LTD. Edwards, cr-ex 13102 


TORONTO, ONTARIO 


(Mauro ) 


1899 level. 

A. 1943? 

a3 1943. I wonder if your setzaeis are 
Similarly outraged at a rate which was aaiieantes 
even though it represented in excess of 30 per cent 
of the sale price of the commodity? 

A. Well, it looks as though I would have 
a little sense of outrage there too, doesn't it? 
What I am thinking of here, of course, the farmers have 
a very serious problem, The question here is that 
whatever subsidization or assistance the farmers are 
getting, competition in world markets and meeting the 
American wheat export situation, is through low rates 
set by the railroads. The question is, since tmt 
is a national problem, why that subsidization,in effect, 
or assistance, whatever you want to call it, to keep 
the grain moving easily, should be borne by the 
earriers alone. In the United States those burdens 
are spread over the entire economy through the 
federal government, and the rates seek their own 
noyvmal level ; When I speak of sense of outrage I 
am thinking of that burden being saddled upon, say a 
private carrier whereas elsewhere it is laid upon the 
entire economy. The problem is still there. 

Q. Would you like the United States system 
-- would you approve of the United States method of 
alleviating this problem being introduced in Canada? 

A. No, sir, I am not suggesting that. 


Q. Well, in the United States there is no 
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1 

subsidy paid to a railroad to carry the commodity. If 
; there is any lifting up or maintaining of the price it 
: is to the farmer and the farmer pays the rail? 
‘ A. Yes, the government try a see that 
? the price to the farmer is maintained which permits 
him to go out and buy his transportation on a relatively 
, free market, and that grain rates, which take -- the 
: grain rates, the level of which fall into the American 
a rate structure at a reasonable level, which do not have 
i this heavy depressed influence that exists in Canada. 
2 Q. Do you know what the price of wheat is 
13 in Canada -- what the farmer receives for his wheat? 
14 A. We had figures on that yesterday. bi 
15 would like somebody to tell me. I am not an expert 
16 on that. 
17 Q. What is the price of wheat in the United 
18 States? 
19 fas I haven't looked at that lately. 
20 Q. Have you worked out what the freight 
14 charges on grain in the United States are as a percen- 


tage of the sale price of wheat in the United States? 
It might be an interesting calculation: what percentage 
of the received price that the farmer obtains for his 
wheat in the United States, and take what percentage 
the freight transportation charges are and compare 
that tO the percentage by the Canadian farmer? 

A. I don't think I did. I worked out the 
price of transporting a bushel or one hundredweight 


of wheat and how much that amounted to fnsacioatser 
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TORONTO, ONTARIO (Mauro ) 

bread so that the bakeries in the south -- but that is 

not what you are asking. 

Q. I will tell you what our yeserech 
discovered, and it is that the per cent ica freight 
revenue of value at destination in the United States 
of wheat is 8,20 per cent -- 8 per cent; that is a 
quotation from the ICC. 

A, On, yes, that is rights «1 was thinking of 
the farm iprice, 

Q. I think you may find if you work out the 
Canadian rate structure and the price received by the 
farmer at Fort William, that coincidentally it is about 
3.2 or 8.4 per cent? 

Ag Well, yes, but that does not take away 
the fundamental problem that this traffic is handled 
by both railroads at some $35 or $40 million out of- 
of-pocket loss, and it is a very heavy burden on them. 

Q. Dr. Edwards, on page 12589, Volume 71, 
the bottom of the page: 

ee No, sir, I would not qualify tnat 
answer, You look in this book and read of 
the experience of grain that moves well above, 
far above, fully distributed costs, and all 
the products of agriculture as a whole mov? 
very close to the fully distributed costs, 
and the value is from eight to ten times per 
ton on grain than it is on coal and it ls 
not subject to the competitive transportation 


conditions that coal is in its markets against 
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TORONTO. ONTARIO 


(Mauro ) 


gas and oil." 

Firstly, this business about all the 
products of agriculture as a whole moving very close 
to fully distributed costs: I refer to page 16 of the 
latest burden study. The table is, "Leading 
Commodities in Failure to Contribute to the Trans- 
portation Burden by Territorial Movements." And 


in the year 1957 on a per ton it shows the following: 


Pulpwood failed to the tune of 50¢ per ton 
Gravel and sand 30¢ 

Lettuce $18.14 
Potatoes, not sweet $ 4.18 

Feed 67¢ 
Vegetables, fresh $17.02 
Cattle, calves, SD $ 4.12 

Sugar beets 98¢ 
Canteloupes, melons $27.52 

Logs.) butts,: bolts Sl. Oo 


So that there are a number of agricultural 
products that not only do not move at fully distributed 
costs, but move considerably under their out-of-pocket 
costs; is that correct? 

A. That is right, and it is also right that 
I have been engaged in cases making a very serious 
endeavour to raise those rates to a significant level 
above out-of-pocket costs -- I didn't mean all com- 
modities, but many of them, and I know many of those 


you read are either under way or contemplated for rave 
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proceedings before the ICC. 

Q. Dr. Edwards, we mentioned previously 
that you referred in your testimony to Ree ere 
of the Supreme Court of the United ee in the 
Northern Pacific versus North Dakota, and that was 
a 1915 Decision, and you quoted it to this Commission 
with agreement, and I knew you would want this Com- 
mission to have any later decisions on this subject, 
and I know you are familiar with the Baltimore and 
Ohio versus the United States, which appears in 1953; 
345 United States Reports, on page 146, and I quote: 

"For not only are fair decisions as 

to vegetable rates vital to the welfare of the 
farmers and whole sections of the country; 

the health and well-being of the nation are 
Cieived: - » and so long as rates as a whole 
afford railroads just compensation for their 
overall services to the public the Due 

Process clause should not be construed as a 
bar to the fixing of non-compensatory rates 
for carrying some commodities when the 

public interest is nienee served," 

I assume that you would want this Commission 
to give full consideration to this decision of the 
highest court in your country when they are considering 
what action should be taken on the movement of export 
grain in Canada? 

A, Yes, that was the " carrots-without-tops" 


case, As part of the general rate structure, some of 
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SRE ead gel Ra Edwards, ¢r-ex 13107 
(Mauro ) 
this movement tailed down below -- a segment of it -- 
below the out-of-pocket costs, Several Supreme 
Court justices dissented, and carrots are part of 
the revisions in this vegetable case that you men- 
tioned. But, in any event, they made that statement. 
Q. That is the decision of the majority 
of the Supreme Court, in the public interest, and must 
be taken into account? 
A. yes, that was the majority. 
Q. I want to thank you, Dr. Edwards, for 
exposing yourself to this very long ordeal, 


A. Thank you, sir, 


~--Short recess. 
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: ANGUS, STONEHOUSE & CO. LTD. 


ae Rereras sear Edwards, re-ex 13108 
(Sinclair) 
THE CHAIRMAN: Order, please? Mr. Sinclair 
MR. SINCLAIR: Mr. Chairman and Members 

of the Commission, a number of the questions that 
normally would be covered in my re-examination have 
been cleaned up through the auch eneret my friend 
Mr. Cumming, and I therefore would expect that anyone 
reading the transcript would read it in its entirety 
on the various issues and would thereby put the . 
whole complex of questions and answers together. 

There is one other place in the transcript 
where there was confusion between the Re 
the confidence interval, which I don't intend to 
discuss because this is a technical matter. Any 
person who is confused by reading the transcript would 
clear it out in his own mind or, failing that, would 
get a statistician. 

THE CHAIRMAN: Well, the Commission has its 
advisors. 

MR. SINCLAIR: That is right. So this 
leaves one matter, as I recollect, during the 
examination of Dr. Edwards which I feel might be cleaned 


up a little bit. 


RE-EXAMINATION BY DR. SINCLAIR: 


Q. Dr. Edwards, during Mr. Mauro's cross~ 
examination, he was speaking to you about the variability 


of train expenses, fuel and crew wages, and he was 


bots sont® m4 q .s0b80 “:MANHITARD. a2 
j eaeeimett Bes sepa <M :ATAOWL2 AIM 
dead snettenap:ens to s9dman 8 ncaa 
“eval aokisnimsxe-o% yn nb bereves ed bisow YE! 
boobs yt ‘to anoksneup ert sgeeornts qu benselo nes 
eaoyns dart tosgxe binow erotoreris I bre ey 
 atorabane’ att nt tt beet bivow iqitoanesd, edd gatbaon | 


svorsego? avewads bas enoitesup Io xeigmoo efodu 


98% tug ydevternt- bivow bas seveet evolipy anid 0 | 


i] 
oa yt 


a 


dqbasenant edd. nt sosta werite sno at eiedt 
| a eit nseowsed nokawtnoo Baw eros oor | 

ot ‘basiat $'nob I dotsiv faviedat. eonebh ios ostd i 

Rah tadiaem isoknriosd B at etdd eaugood ieee ip | 

\. tatavow sattoanert eld antbeot yd beay ines at outse nosteq 
| bivow ,dedd got(tst .to beim nwo ald at tuo sal aselo y 
4 ‘ ; optotiatgass 8 Jeg 
| rast ead riofaatmmedD sdf. .ffow :HAMAIAHOD SHT oe 
-aToaivbs — | 

atid of  .dgiv et vet?  <RIAIOWI2 aM sy 


edd satusb .Joolfosex I as .teddam eto sevset 


= 


é 


|.censels od tigtm fect I doidw abzewbt .«d to molventmexe — 


tid efssil s ay 


——— 
= qs - 


:ADATOMIe ..fd Ya MOTTAMIMAR 
| ~agon® et oul: waM gatwh .ebrewst .« tu: ee 


AA 


ea Stdebsev otid Jvods voy od gatiuseqa. asw ori. ebone 
 gsw ot bas .zogeu Wot Das Low xt | | 


any! ay wee Soe Pas, 


os 
~ ANGUS. STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Edwards, re-ex 13109 
(Sinclair) 

asking you about scheduled trains and he was talking 

about some fixed element of cost arising from there 

be*ng scheduled trains, Do you remember that series 

of questions he put to you? 

A. Yes; sir. 

Q. Do you know, Dr. Edwards, what action 
the railways take concerning adjusting scheduled trains 
to the volume traffic? 

A. I know that the despatching staff have 
their responsibilities of maintaining the most economic 
movement of amulling trains if there is not the traffic 
to require their movement , and I note that at intervals, 
twice yearly, I understand, the operating staf review 
all train operations, and the scheduled train opera- 
tors are included therein in relation to the need for 
these trains based on the traffic to be handled in them, 
and despatchers would have the right with these 
manifest trains to annul them if there was not suffi- 
cient traffic to warrant their movement in a short- 
term period. 

MR. SINCLAIR: I think that is all I have, 


Mr. Chairman. Thank you. 


BY COMMISSIONER GOBEIL: 


Q. Dr. Edwards, you had a long argument 
with Mr. Cumming and Mr. Mauro about empty car movement , 
and it seemed that it is very difficult to determine 
or to allocate it. I mean, as a matter of fact, you 
mentioned to Mr. Mauro that it is easy to lose a car 


to a line where you have no records. So this element 
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1 
; of empty cars-- is it easy to make a distinct alloca- 
; tion with no errors? 
; A. Well, the problem is in the best way 
: to go about it to relate the empties to the movement 
: being studied. You never lose the movement of the 
; cars because the railroad that has your car on its 
" line reports back and has to pay per diem 
‘ for the use of that car. So the car, broadly, can 
i be traced. Now, it is harder to trace the individual 
1 car off your line than it is on your line where you have 
1D the complete record. 
13 Q. In view of the question asked by Mr. 
14 Mauro, I assume -- I may be wrong -- that there is 


15 doubt expressed as to the allocation of costs for 


16 empty cars, and I was wondering how it could compare if 


7 you look at the exhibit of the joint railways, Exhibit 45, 
18 for instance. You have there on page 31 -- 

19 A. Could I find this first so that I can 

0 follow you, Mr. Commissioner? 

1 THE CHAIRMAN: Page 31. 

22 COMMISSIONER GOBEIL:Q. You have for both 


railways in the table there loaded car miles and 


empty car miles, which is for both railways, and it is 
about 30 per cent of the loaded. 

A. No, I think they would be higher than 
that, would they not? You have for the Canadian 
National 117 million loaded car miles, and empty move- 
ment 67 million. We have the proportions there. 


Q. What is it? 
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| (Gobeil) 
A. It is 57 per cent on the C.P.R. and 
S7 per cent, likewise, within a fraction, on the 
Canadian National. 

Q. of per cent of the loaded ton-miles of 
the total? 

A. Oh, of the total? 

(Q. Yes? 

A. Of the total the empties are 36 per 
cent on the Canadian National and on the C.P.R. -- 
well, 75 over 205. It has to be about 37 per cent. 

Q. I was wondering if the grain traffic 
is supposed to represent per ton-mile 40 per cent in 
the West? 

A. Yes, sir, 40 per cent to 42 per cent. 

Q. If you would simply apply 40 per cent 
of the empty car movement to grain, would it give a 
figure higher for empty car than the figures that we 
have now, or lower? 

A. I don't know. These empties here 
must be box car empties. So we first would have to 
isolate the empty box car loads, and then we have the 
problem that the grain loads are heavier than ordinary 
traffic. 

Q. It would be most unorthodox, I presume, 
just to say that since the grain traffic was 40 per 
cent of the total, simply apply an arbitrary rule and 
say we charge to it 40 per cent of the empty cars. 

A. No, I have never heard of that being 


done, There are only about three ways you can do it. 
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One uses the average ratio for all the cars, of the 
box car type, of course, take the ratio of empty loads 
for the entire system, and without any relationship to 
whether there is a particular pattern of this movement. 
The other way is to trace the prior empty movement 
where the car was unloaded with machinery to where it 
moved to be loaded with grain; or you can take the 
subsequent movement where it was made empty with grain 
and the miles it ran to the next load and use that as 
your empty car miles. It was thought that this 
traffic was of a very large volume, and the prior 
movement was used. Canadian National ran a subsequent 
test in addition and found it added very substantially 
to the car miles and the car days required to reach 
the next load. 

Q. On another subject, Dr. Edwards, Mr. 
Mauro had avery lengthy discussion with you on those 
multiple regression tests. I understood he was 
inclined to believe that the only standard which would 
be good would be the one which you had applied at 5 per 
cent, and that the 10 per cent which was used in 
Canada was not too good. You never want apparently 
to make a definite statement on that. I think I could 
understand you. But is it not the ease that the 
more samples you have the smaller your standard of 
error should be? 

A. That is right. 

Q. And is it not the case also that the 


more factors you have in any cost study that you make 
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your standard deviation or standard error could Ne 

wider and yet it would be significant. 

A. Wider than this 95 per cent confidence 
interval? 

Q. Yes. 

A. Should be significant? 

Q. Yes, 

A. Well, not being a born mathematician, 

I might think it would be helpful if it was referred to 
one of these gentlemen, if they cared to answer that 
question, to what extent one might rely upon something 
lower than 95 per cent confidence interval. 

MR. BANDEEN: The point is that you have to 
study each individual regression that is being run, 
and you cannot make a general statement that the 5 per 
cent level is the only one which will give you a 
Significant answer. There are lots of cases in which 
you would go much lower than that, but it depends 
entirely on your records and the data you are using 
with the size of sample and the other factors under 
consideration. 

Q. If you make a test study of a line for 
which there are no topographical factors, there are no 
climatic factors, just the ordinary business, then the 
95 per cent might be not as good as another one where 
you have 90 per cent with topographical conditions. 

MR. BANDEEN: That is quite right. The 
other factor that I think should be clarified is that 


you were referring here to the standard error, and in 
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1 
: both cases we used the T test which, as you know, is 
: a special test used for small samples, I would 
, suggest that on smaller samples, if you naaraeea the 
: standard error, we would have got a higher confidence 
; interval than in the T test. So we were using a more 
: stringent test. It is necéssary to use the T test on 
4 small samples such as the railways were using. 
4 Q. In the samples you did in the United States 
10 study you had more samples than you had here in Canada. 
ul A; No. By and large the regression 
12 analyses were based on individual roads, separate 
B roads, and where there are more savers problems of 


14 different standards, maintenance, as between the roads. 
15 In both cases, there and here, the use of regression 


16 analysis and its effect on the study was largely on 


17 the maintenance of way accounts. So that this 

18 analysis -- we had more roads to work with, but we 

19 had more problems of consistency between roads in the 
20 standards of maintenance as between the roads. In 

sl other words, we tried to measure the effect of density 


22 on maintenance of way expenses. 
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But standard of maintenance themselves differ 
between roads so that we had the complicating problem 
of measuring differences in managerial Siivitions and 
density. On these rates they had the adpaneeee 
that their regressions were run, eee isceee analysi 
was between divisions, and each road had some thirty 
divisions to work, thirty sets of observaticns within 
their own company. The standard of maintenance 
within each road presumably would be consistent, be- 
cause their maintenance was governed by the same 
management staff. 

COMMISSIONER GOBEIL: Q. If you would 
have had two or three times more observation in the 
United States to base your cost study on, one would 
expect, of course, that your standard of error would 
be smaller and you would not accept 90 per cent, 
but if you had less maybe you would have to accept 
90 per cent, 

A. I presume that would have been true. 

By and large we worked, the comparisons were based 
upon two standard errors, plus and minus from the 
coefficients we determined, and that spread was 
evaluated as to whether it was generally acceptable. 

Q. Dr. Edwards, Mr. Frawley presented in 
exhibit 141 what seems to me very interesting figures. 
Have we something similar to that in Canada? 

Lue No, (sir < 

a And looking at this exhibit on the first 


page, they give there the cents per dollar revenue, 
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57, and the revenue as a percent of fully distributed 

costs,. 131. What, in the United States would be the 

percentage on wheat compared to fully dbaunieatas 

costs, the percentage of, I mean, Sune see en of 

variable cost, because you said it was the same thing, 

out-of-pocket and variable cost, you told me the 

other day? 

A, Wheat in the United States moves at 
134 per cent above out-of-pocket cost, and 31 per cent 
above fully distributed cost. 

Q. No, what I mean is here, for instance, 
C.N.R. -- both railways, I think, it is the same -- 
they have shown that their variable costs on moving 
grain would be 76.76 per ton mile? 

A. Oh, a Ves. 

Q. And fully distributed will be --- 

Av Close to one cent. 

Queen 6S: What would be the same relation 
in the United States, how would it come back? Here 
it is 76 per cent. In the United States what is the 
ratio of variable costs to fully distributed costs, 
according to that? 

A. You are thinking what ratio --= 

Q. Is it more than 60 per cent? 

A., You are thinking what is the ratio of 
the variable cost --- 

Q. To the fully distributed cost, 
A. To the total cost. 


Oh, the ratio on total variable costs on 
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1 
. all railroads in the United States is roughly two- 
: thirds of their total fully distributed costs, 
A Q. No, but for wheat? From this first 
: line there I would say it is about 60 per cent; am I 
; right? The ratio of variable cost to fully distri- 
; buted cost would be 60 per cent? 
P A. I would have to convert these figures 
9 back to an index. If we take the out-of-pocket 
10 costs as a dollar, now, the question is what would the 
il fully distributed costs be? 
12 QF I think it comes to 6) per cent. 
13 ns I would like to work that out in a figure. 
14 It is not consistent on all commodities because it 
15 depends upon the out-of-pocket costs which vary with 
16 the loading characteristics of the traffic, and the 
17 fully distributed costs added are independent of the 
18 loading characteristics. I would rather furnish it 
19 to you tomorrow. 
20 Q. But here it is 76 per cent? 
1 A. Yes. 
22 Q. And I think there it would come to 60. 
23 I was wondering why that difference of 16 per cent 
24 between the two countries. 
25 A, The fully distributed costs here include, 
6 in the total in the distributed costs there is about 
27 93 per cent of that money is passenger and LCL deficits 
28 which are not in this study. Likewise these fully 
29 distributed costs are distributed -- the lump sum 


30 amountsto $} billion, done by territories, that is 
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distributed on ton and ton mile basis for all the 
tons and ton miles within the territory, 

In your studies that amount ‘ added as 
a percentage of the out-of-pocket costs, So that if 
the relationship is 76 per cent or 75 per cent, you 
are adding in effect 25 cents on 75 cents, so that 
you would always add one-third for every commodity. 

So for these two bases the figures are 
somewhat not comparable, but on the heavily-loading 
commodities this ratio of 131 would rise somewhat and 
it would decrease on light=loading commodities be- 
cause, weil, one is a percentage extension independent 
of loading and the other -- but I would like to work 
that out. 

Q. But I see 60 per cent compared to 76 
per cent, and I was wondering where was the 16 per 
cent difference, and I thought that I could find 6 
per cent, for instance, because in the United States, 
if I heard it well through Mr. Frawley yesterday, he 
asked you about the cost of capital and you said 6 per 
cent? 

A. Le sy sels: 

Q. And here it is just double, 12 per cent, 
is it not? 

A. NojMeinr. 

Q. Well,. 11 per cent? 

A. You have used 64 per cent after taxes. 
When we use in studies down there 6 per cent after 


taxes, it is a little more than double, because of the 
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52 per cent corporation tax rate, 

Q. No, but cost of capital, cost of money 
is the same --- | 

AG Well, it is within, I think, half --- 

Q. It is the same expression, has the same 
meaning? 

A. yes. 

Q. And I thought you said to Mr, Frawley 
yesterday, I guess it was, that 6 per cent was your 
cost of money? 

Ae I said we have used 6 per cent as the 
cost of money. 

Q. And here we use 11? 

A. No, Six percent is after income taxes, 
and since income taxes take roughly half your net 
income, to realize 6 per cent to the man who is 
putting up the funds you have to earn twice that much, 
because the government will take half of it and the 
man who puts up the funds takes the other half. 

So that the 6 per cent return to the 
investor, with the government going to take half of 
the net income, means you have to earn roughly double 
the 6, So that in both cases it is around 11 or le 
per cent that is wsed. 

Q. That is most complicated to me. Tee 
put it another way. Here in Canada the C.N.R. in 
their valuation of costs of moving grain come up to 
a figure of $46 million. On that they have the 


cost of money which is $14 million. This they 
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obtain by multiplying $342 million -- [I forget the 
exact figure -- by 11 per cent. In the United States 
would you, instead of multiplying by 11, ausatc pity by 
6? . 

A. No, we multiply by 11. 

Q. Thank you. 

COMMISSIONER MANN: I have already discussed 
it with Dr. Edwards during his cross-examination., I 
have no questions now. 

COMMISSIONER PLATT: You were discussing 
with Mr. Mauro just recently transportation costs in 
relation to the cost of the product. I thought you 
would be interested in knowing that we have had our 
ups and downs in Canadian agriculture before, as 
they have in the United States. At one time, to 
earn a few extra dollars, I worked as a helper in a 
grain elevator while another person was away. We 
grow more than wheat, we grow oats, and oats is a 
somewhat relatively low price. 

So when a farmer brought in a load of oats, 
when he came to settle up, he owed the company 75 cents 
for, freight. He was most apologetic about this 
because the poor man did not have any money at all. 

So I said: "Just let it go." He said: "We can't do 
chat: "Well, said,« "bring: inva: .chicken some 
time," which were good things in those days. Well, 
one week later he came in with two chicken. Then 

I was a little embarrassed. I said: "One chicken 


would have been fine." He said" "Yes, but I am going 
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i 
4 to bring another load of oats for you," 
: At page 12923 of yesterday's record, there 
i was some discussion there about the effect . this 
i increase in the Crow rates on net income = a farmers 
» and while you may mever be back in Canada because we 
: are here in the process of settling all the problems 
‘ we have got here, in the United States you still have 
: some agricultural problems that you have got to deal with 
a and some of those things you may be quoting down there 
rr may not apply here. 
12 I think there was a little confusion, and 
13 everybody was getting in the act, giving suggestions, 
14 but the impression got abroad, although the record 
15 does not make it quite clear, that this would be in 
16 the neighbourhood of 8 per cent. Then Mr. Sinclair 
7 pointed out that 12 cents increase in freight at 
18 $1.50 would come to 8 per cent, 
19 Now, this is not, of course, evidence in 
20 these particular studies, but it does not represent the 
1 difference in the farmer's take-home pay. In the 
22 first place, No. 1 wheat represents less than 2 per 
23 cent of wheat sold, let alone other grain, and all of 


these things have different market value, 

The other thing, of course, was that this is 
calculated on gross income and not net, and even on a 
farm there is some slight difference between gross 
and net. I thought perhaps you would want to have 
that clarified in case this is read to you when you 


are next in California talking about lettuce. 
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TORONTO, ONTARIO (Platt ) 
1 

‘ THE WITNESS: I am glad to have that point 
F raised. The net effect would be substantial. 

; THE CHAIRMAN: Thank you very much, Dr. 

5 Edwards. You have had four long days in the box and 
6 we have appreciated your evidence very much. Thank 

7 you. 

8 THE WITNESS : It has been a great privilege 
9 to have had the opportunity of appearing. 


10 MR. SINCLAIR: Maybe we could take two 

11 minutes so that we could get some of these other 

12 documents in here, 

13 THE CHAIRMAN: You want to start tonight, 

14 Mr. Cumming? 

15 MR. CUMMING: I think, Mr. Chairman, by the 
16 time we get started we won't make much progress. 

17 THE CHAIRMAN: I think we will adjourn, 

18 MR. CUMMING: I may say I won't be long with 


19 Mr. Bandeen and I understand Mr. Mauro does not expect 
20 to take very long. I think we are the only ones. 

21 I think there is every prospect that we will finish 

2 with Mr, Bandeen tomorrow. 


1) THE CHAIRMAN: We will take that at ten 


24 o'clock in the morning. 


---Ad,ournment. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO i Ce aly 


Ottawa, Ontario, 
Friday, 
June> 351960, 


---On commencing at 10.00 a.m, 


THE CHAIRMAN: Order, please, 


MR. BURBIDGE: Mr. Chairman, before the 
cross-examination of Mr. Bandeen begins, we have a 
number of statements here arising out of the cross- 
examination of Mr, Stenason which we would like to file 
as exhibits. These are answers to requests made of 
Mr. Stenason, and the first is a request of Commissioner 
Balch found at Volume 66, page 11701, and the statement 
Shows the calculation of percentage of grain moving 
in solid trains from Winnipeg to Fort William, and we 
ean file this as Exhibit 142. We have a number of 
copies here, and more will be available next week. 
---EXHIBIT NO, 142: Percentage of grain moving 

in solid trains from Winnipeg 
to Fort William. 

MR. BURBIDGE: The second is a request of 
Mr, Mauro found in Volume 66, page 11735, and tne 
statement shows a breakdown of joint facility rents by 
provinces in western Canada, year 1958. That will 
be Exhibit 143. 

---EYHIBIT NO, 143: Statement showing breakdown 
ee of joirt facility rents for 

provinces in western Canada, 

MR, BURBIDGE: And the final one is a re- 


quest of Mr. George Cumming found in Volume 69, page 
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12346, and it shows the solely related branch lines 
which would remain uneconomic at various stated average 
revenues per ton mile for grain and grain products, and 
you will recall that was a request to show the solely 
related branch lines which would remain uneconomic at 
75 cents and at 90 cents and at one cent, and the 
statement shows these by subdivisions and the date of 
construction and the mileage, and that is Exhibit 144, 
---EXHIBIT NO, 144; Statement showing solely 
related branch lines which 
would remain uneconomic at 
various stated average revenues 
per ton mile for grain and grain 
products. 
MR. BURBIDGE:; Now, that completes the re- 
quests made of Mr. Stenason, with the exception of a 
memorandum on taxes which is in the course of prepara- 
tion, and if we have overlooked anything, then the 


person making the request can draw it to our attention. 


THE CHAIRMAN: Mr, Cumming? 


ROBERT ANGUS BANDEEN, called 


CROSS-EXAMINATION BY MR. CUMMING 

Q. Mr, Bandeen, on May 10th, when we were 
here last, my friend Mr. Sinclair filed what is now 
Exhibit 132, a statement setting out a number of 
revisions, both upward and downward, in tne cost 
study produced by Canadian Pacific which he described 
as being the result of various suggestions made during 


the zonsultations and conferences between the railway 


experts and other consultants, and I note that Canadian 
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National has not introduced a similar set of revisions, 
I wonder if you could tell us why your cost study doesn't 
hav> changes of the order and the nature that came in 
through Exhibit 132? 

A, Pernaps it would be best if we were to 
go through Exhibit 132 point by point and explain why 
we did not need to put in the corrections that the 
Ceres Gia. 

If we could go to Exhibit 132, page 2, the 
C.P.R. has included a figure of $48,024 as revenue 
collected from local demurrage on grain products. Now, 
we have made an attempt to get a similar figure, We 
have been unable to get the figure from the Freight 
Car Demurrage Bureau. Their reply to us was that in 
our case the only figure they could give us would be 
a gross figure which would be of a negligible amount, 
and they doubted, if they were able to calculate the 
rebates, that it would be of any significance. 

On page 3, under Item 1, the first point is 
track maintenance and depreciation, and the (a) part 
of that was to correct an error which occurred in the 
C.P.R's working papers, and the (b) part of it was an 
adjustment of yard time resulting from additional field 
Studies. Now, the Canadian National did not feel that 
it was necessary to do these additional field studies. 
The situation of the Canadian National is somewhat 
different than that of the Candian Pacific, and a com-~ 
parable adjustment is not indicated. There are basic 


differences in switching operations which arise out of 
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(Cumming ) 
1 
; the variations in the pattern of lines, The Canadian 
; National, unlike the Canadian Pacific, does not serve 
, the lakehead fromits main traffic artery. | The heavy 
, volume of grain traffic is handled eastward from Winni- 
; peg over a separate line passing through minor ter- 
; minals at which the small amount of switch engine time 
‘ involved was readily related to the through movement, 
9 The character of Canadian National operations is again 
i significantly different to the west, with secondary 
u main lines to the north and south of the main line, 
1 and with grain traffic moving eastward on separate 
13 routes through small intermediate terminals to be 
14 consolidated at Winnipeg. 
15 The pattern of the Canadian National service 
16 includes also the export position at Churchill, move- 
17 ments to which pass through only our small terminal 
18 facilities, is to some extent similar on the movement 
19 to the: Prince’ Rupert line. The switching service 
20 accorded grain traffic on the Canadian National repre- 
14 sents, therefore, a high proportion of handlings at 
22 small terminals where a separation between througa and 


23 local traffic would not be significant. 


The effect of these differences has already 


24 
25 been reflected in the study results. 
26 Our calculations of the switch engine time 


27 attributed to classification switching of grain at 
28 terminals other than the principal marshalling and 
29 destination points averaged 1.2 minutes per car. we 


30 are informed that this is within the lower range of 
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the figures for switching of through traffic as 

developed in the supplementary studies conducted by 

the Canadian Pacific Railway. | 

In so far as the Canadian National is 
concerned, therefore, our analysis indicates that the 
problem of separation between through and local 
Switching does not have the same bearing, and that the 
study results properly reflect the total minutes of 
Switch engine time attributable to the handling of 
this traffic. 

The second point under Item 1, on page 3 of 
Exhibit 132, is a correction to include depreciation 
which I believe was overlooked in the first instance 
by the C.P.R., and we have already included the 
depreciation in our study. 

The maintenance of water and fuel stations, 
point No, 3: this was a recalculation based on the 
actual fuel and wage expenses separately. In the 
Canadian Nation's case we had a different basis for 
allocating this account in the first instance and 
saw nc reason to change our basis. 

Point 4, maintenance of signals. Azain 
in the initial regression models tue Canadian National 
had a different model than the Canadian Pacific. We 
included in the accounts the maintenance of the signals, 
the operation of the signals and despatening, and the 
theory behind this was that as the traffic density 
increased the signals on the line would increase and 


the despatching costs would nave a tendency to decrease, 
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Consequently, we felt that the portion of expenses 
allocated or determined from this account should be 
charged against branch line traffic as veiiage main 
line traffic because despatching is eceuee for both 
of them, 

The fifth item on-page 3 of Exhibit 132 
is a correction which results from the adjustments 
iisted agyvl; <2, 3.and A. 

On page 4 of Exhibit 132, Item 6, road 
locomotive repairs and yard locomotive repairs: Point 
A under this deals with steam repairs which we did not, 
of course, include since the Canadian National statement 
is purely on a diesel basis. 

Point R. diesel locomotive repairs expenses 
segregated in the accounts between yard and road but 
not between passenger and freight. Well, in the 
case of Canadian National this is separated in the 
accounts between freight and passenger, so we already 
had this refinement in without the necessity of 
a special study. 

Point C is a reduction in yard locomotive 
time as a result of further field studies, anc I have 
already dealt with this point. 

Point No. 7 on page 4 of Exhibit 132 deals 
witn road locomotive depreciation and yard locomotive 
depreciation, and the reasons for the change in tne 
Canadian Pacific exhibit were already outlined under 


Point 6, and I have explained why they did not apply 
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Point 8 on page 4 of Exhibit 132 deals 
with freight car repairs and freight car depreciation. 
Pre-CUPTR.F as Ll understand it, has pewedened out the 
inspection costs from the freight car repairs and 
distributed the inspection costs on a car mile basis, 
with remaining freight car expenses, maintenance ex- 
penses, being distributed 70 per cent on car miles and 


30 per cent on car days. 


(Page 13136 follows ) 
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1 
We went back to our accounts and studied this 

situation and determined that if we were to apply in- 

q spection on a car-mile basis alone rather than on a 

: 70 per cent car-mile and 30 per cent car-day basis, 

A that it would slightly increase our car maintenance, 

‘ but only an insignificant amount. So we chose not to 

" make this correction. 

3 The €.P.R. also refers in that point to 

i utilizing only the experience on their own cars and 

mr removing the experience of foreign cars, and we already 
12 had done this in the initial study. 

13 Point No. 9 on page 5 of Exhibit 132 results 
i4 from the adjustments already listed and since --- 
45 Q. The same comments apply. 

16 A. The same comments app ty: On page 5 of 
7 Exhibit 132 under item III, point No. 10, fuel and 

ig crew wages. The (a) part of the C.P.R. change was a 
19 calculation based on fuel and crew wages separately 

20 which made it possible to assign vacation expenses to 
m1 crew wages directly. 

22 The Canadian National had already done this 
23 in their original presentation. 

24 The () part deals with changes in switching 
25 minutes -- no, I am sorry -- changes of way switching 


%6 minutes, and the way switching wages based on local 
97| freight only. 

28 The Canadian National had already included 
29 the way switching wages on the local freight only. 


2 
30 Point No. 11, train engine house expenses and 
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1 

other supplies, was a correction of a clerical error 
2 

of Canadian Pacific and needs no further explanation on 
3 

ourcpart. 
4 é 
: Point No. 12 on page 5 of Exhibit 132 deals 
" with yard masters and clerks, yard expenses and yard 
4 other expenses. Now, these changes arose from the 
8 re-statement of yard time that we have already dealt 
9 with, and in addition from the inclusion of an allowance 
10 for the heavier switching under winter switching 
1 conditions. 
12 Q. Perhaps you might deal with this question 


13 of winter switching conditions here. Are you making 


14 any adjustment at all for winter switching conditions? 


ao A. No, the Canadian National has made no 
16 adjustment for winter switching conditions. We 
17 developed some figures from our general yard records 
18 for four to five of our principal terminals 
19 comparing winter and summer operations in terms of 
20 average cars per engine hour. These did indicate that 
1 there was a definite increase in switching costs under 
22 winter conditions. However, it was decided that no 


23 allowance would be made in this connection, alt.ough 


24 in reaching this decision we were eware that we would 


25 be to some extent understating the switching e*fort 

26 which might properly be attributed to the handling 

27 of the study traffic. 

28 Q. I was going to ask you, is your problem 


29 a lack of ability to measure it? 


30 A. Yes, the few figures which we developed 
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| (Cumming ) 
confined to the principal terminals on the prairies, 
Suggested that the added cost of winter work might 
range from 7 per cent to 28 per cent at individual 
terminals. There was no attempt made, however, to 
weight these figures for the relative volume of grain 
handled, and I have no knowledge of what the probable 
range of adjustment might be for the movement of study 
traffic as a whole. 

On point 13 on page 5 of Exhibit 132, train 
locomotive water would not be of any significance in 
the Canadian National Railways study since we costed 
our study on a purely dieselized basis and eliminated 
the steam operation. 

Q. Before you go on, Mr. Bandeen, one other 
question that was suggested to me in connection with 
this winter switching. Could some of the extra time 
that is involved, as you see from your study of what 
I suppose are the switching lists, be attributable 
to a lower volume of traffic moving generally in the 
winter periods? 

Al Well, this is a very difficult question 


to answer because it is difficult to separate ine 


effect of the winter conditions from a possibie cecrease 


volume. However, I cannot see that the decrease in 
volume would be of any great significance in the higher 
switching time per car. 

Commissioner Balch would be much more able 
to state this than I, but the winter conditions are 


severe on the prairies where the study was primarily 


in 
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(Cumming ) 
1 
} taking place, and they do add greatly to the time and 
a to the cost of switching. 
? Q. They are not severe in Vancouver, are 
‘ they, Mr. Bandeen? 
i A. I understand not. From personal 
4 experience I am afraid I do not know. 
8 MR. SINCLAIR: Well, the fog --- 
9 THE CHAIRMAN: Or Vietoria: 
10 A. Or Victoria, yes, but they are in 
1 Winnipeg. As I understand it, our yards can often be 


12 completely fogged under a condition of --- 


13 MR. CUMMING: Q. In Winnipeg I am sure. 
14 Be In a blizzard condition. 
15 MR. CUMMING: That is news to some of the 


16 people who are present. 


17 MR. SINCLAIR: They are in Florida at that 
18 time, 
19 THE WITNESS: Point 14 on page 5 of 


20 Exhibit 132, grain doors, the C.P.R. made a correction 


21 to cover the use of a wrong figure of carload traffic. 
22 In our particular case we did an actual study of the 
23 expenditures on grain doors and we have no reason to 


24 change it. 


25 Item 15 on page 6 of Exhibit 132 is signal 


26 operation, and I have already explained our position 
iH | on this under item 4. 
28 Item 16 is loss and damage, freight. Canadian 


29 Pacific applied a three-year average in developing 


30 unit costs. The Canadian National used the actual 
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1 
; claims in 1958, and we saw no reason to change this. 
: Item 17, train other supplies. The C.P.R, 
‘ re-stated their train other supplies to reflect the 
. conditions in the Western regions. 
‘ The Canadian National had already stated 
y their train other supplies on the basis of the Western 
: region figures. 
5 Item 18, joint facilities and insurance, 
10 arises from the adjustments previously discussed. 
il The Canadian National, as we have stated in our precis, 
12 put in the actual joint facility costs as we found 


13 them to exist as applied to grain. 


Item 19, cost of money. Under the (a) point 


15 of this, the C.P.R. has re-stated freight car investment 
16 on a car-day rather than a car-mile basis. The 


17 Canadian National had stated the freight car investment 


18 on a car-day basis in the first instance, 
19 Item 19(b), reductior investment in yard 
20 locomotives, which arises from the reduction in 


1 switching time, I have already dealt with. 

Item 20, solely related costs. Part of 
this change arose, I believe, from the error in 
inversion of figures which were listed under item 1, 
and the C.P.R. also reduced their number of miles by 
17.6. We have no similar adjustment. 

Item 21 is traffic and general, and that 
was changed to reflect the changes already discussed, 
and so we do not have any adjustment in that respect. 


Then on page 7 of Exhibit 132, the constant 
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(Cumming ) 

costs are dealt with and the Canadian Pacific has re- 
calculated their constant costs and treated constant 
costs as a residual cost, the difference between total 
expenses and the variable costs of freight and 
passenger. 


Canadian National has treated constant costs 


in this fashion in the original submission. 

In addition, the Canadian Pacific has 
revised the miles of track to reflect track maintained 
rather than operated, and to eliminate joint section 
mileage. 

The Canadian National had used track maintaine 
and did not include joint section mileage in the 
original instance. 

I believe that that is all the changes made 
in Exhibit 132 by the Canadian Pacific. None of them 
apply to the Canadian National so we have not submitted 
any changes. 

COMMISSIONER BALCH: Mr. Cumming, would you 


mind if I just asked something which has occurred to me. 


Mr. Bandeen, how do you allocate costs for train wreck? 
Sometimes there is a terrific amount for train vrecks. 

A. I would have to find what account that 
went into to deal with that. 

Qe It is counted eventually, is it? 

A. Yes. 

Q. In costing? 

A. Yes, it would be. I would want to find 


what account that was included in in our uniform 
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classification of accounts. 

COMMISSIONER BALCH: You need not do it now, 
but it just occurred to me, and also floods and so 
forth. 

THE WITNESS: I think maybe we should look 
that point up for you, unless somebody can tell us 
immediately where it is included. 

MR. SINCLAIR: Account 415, 

THE WITNESS: It is treated as an overhead 
account in transportation. It is put in as super- 
intendence and overhead, and in our costs the super- 
intendence and overhead was divided on a basis of 
train miles and locomotive miles in the particular area. 

COMMISSIONER BALCH: Thank you. 

MR. CUMMING: Qo That appears on 
Statement NR3-9, sheet 3 of 6. 

AS Yes, sheet 3 of 6, the first item. 

MR. MAURO: Train wrecks were found to be 


variable with the --- 


MR. SINCLAIR: Train miles. 
MR. MAURO: Train miles. 
THE WITNESS: Train miles and yare. loca- 


motive miles. 

MR. CUMMING: Now, Mr. Bandeen, I would 
like to pass to something else. Through this cost 
study, we have seen the use of statistical inference 
methods. Have you used multiple regression in 
previous cost studies for Canadian National? 


A. We have been using regression internally 


ay lolol _ ae hae: } 
een | 
ert vemsgok EATON, AM . i aM 

bsodieyo 48 08 cia tae ‘at  CRBMTIM BET Ra | 7 
-s50Nn as ot 0 abet i thihdiateaandil ci srwooos : | 
“i9gse ang BdE09 290 rut bs chigprtseve bee sonobnedaak | 
to efend 5 ao BSbEWEs asw Sasdzeve brs somebnatat 


-BS%8 slid tring ond at nein * suldoioses bas soltm ated 
0%, ogee - RIAL EMO BATNMOD od Gee 1 
no sIpsage feny ah sOUTIOTTD fc x iF 
oO te-€ Jeorte oxen aes 
mei! tetkd eat .o to, 6) teed .4o% sh) 
ed of Drivol sisw edssuw nisi SOMUAM JAM 
| wee only atbw sidekaav 
sofimenies?  Mtadoule stm fie WG 
jestte aistT  :O8UAM .AM. 
-p9el vey Bas eetbni afer?  sS8antiw THT 
<=: | | aslim evident 


bittow 1 .eeebARe aM .woll Seu. . AM 


tees. abit destor1sy .sefe gattivemoa ot aasq oF 9% 
eoneetit Csottetiadey to es eit nese oved ow .YbusE 


i 


wi 
cub: aotesetdges ia missile a «aborts 
“a 


: 


a 


ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-exX 13143 


le 
nt 


i 
ru 


for costing purposes in the Canadian National for, well, 
at least ten years, and it was developed after the 

war, I believe, although I must -- I was Bue around at 
that time so I am not speaking from experience but only 
reading files; but we have used the regression methods 
internally, I know, as early as 1950 and we have been 
developing them ever since and incorporating them into 


our costing procedures, internal costing procedures. 


24 (Page 13146 follows. ) 
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Q. Its application, I gather from Dr, 
Edwards' evidence, is limited to certain classes of 
ac-ounts and by far the greater proportion of the 
accounts which have been examined and analysed in these 
cost studies aredealt with and distributed on more 
conventional costing techniques? Is that a fair 
way of putting it? 

A. yes. I wouldn't say its application 
is limited to certain accounts; it is only needed in 
certain accounts and these accounts are concerned 
primarily in the maintenance of roadway accounts -- 
that group of accounts -- where it is difficult to 
separate the expenses attributable directly to the 
various traffic movements. 

Now, in the case of Canadian National, in 
the present grain cost study, of all the variable cost 
only some 53 per cent was derived from regression 
models -- the result of regression models; and this is 
primarily in the road maintenance account, and, to a 
certain extent, in the transportation. But a con- 
siderable number of accounts render themselves much 
more readily to direct allocation of cost. T am 
thinking here of the fuel expenses and crew wages . « » 

Q. Grain doors? 

A. Grain doors, yes; there has been no 
need to use multiple regression because you can get 
the actual expenditure. 

o* I presume it is a method that you pro- 


pose to continue using in your cost studies going on 
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(Cumming ) 
over the years? 

A. Oh, very definitely. We are already 
in-orporating the results -- have incorporated the 
results -- that we used in this Crow's Nest Grain study, 
and we are going on attempting to find refinements in 
the method, 

So far as Canadian National is concerned we 


have a group in our Cost Section whose chief job is 


to be always on the lookout for better methods of costing}. 

Q. With that in mind I suppose it might be 
fair to suggest that if a cost study were done on this 
grain traffic five years from now quite different re- 
sults might well be obtained? 


A. I doubt that the results would be sig- 


nificantly different. The method of arriving at the 
results might be; but I have noreason to believe that 
the actual dollar value might be different; but we 

might be able to have some additional refinements on, 
say, the allocation of cost and get the best estimate 

of cost; maybe in the fut ire we will be able to document 
the statistics so that we have some concrete proof of it. 
But I have no reason to believe that there wou.d be any 
change of it, significantly, in the total doliars in- 


volved. 


Q. Do I take it that through the cost 


studies there are areas in which the allocatim of cost 
has been on the basis of a matter of judgment rather 


than a matter of science, shall we say? 


Bs yes; judgment and past experience both 
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(Cumming ) 
1 
: of our own company and on the American railways, 
Z Q. Have you used these regression techniques 
A tc check cost studies which had been done previously 
5 to the use of different methods? 
P A, As a matter of fact, we have done that 
, recently, but I should think that a better example of 
8 this would be that approximately two months ago we 
9 were asked to do a cost job by our Traffic Department 
10 on a movement in the prairie provinces, and just for 
11 our own experience we did the costing on the basis 
12 that we were using previous to any of the results of 


13 the Crow's Nest study -- in other words, something 


14 that was in use a year ago ~~ and then we did it on the 


15 methods using all the refinements and changes that we 


16 had introduced into the Crow's Nest method; and the 

17 difference was less than one-half of one per cent of 

18 the costing, if I remember correctly. So, if nothing 
19 more, this validated at least the costing methods that 


20 we had been using previously -- at least, in my mind it 


Ul did. 

22 That answers, somewhat, the question that you 
23 have just asked me -- would we use a different nethod 
24 in five years? -- and I said we probably would. But 


25 the results probably wouldn't be significantly different 


26 in the actual dollar figure. 


27 Q. You used the expression "using cost 


28 studies internally" a couple of times. To what extent 
29| are cost studies used internally? Just what do you 


30] mean by that in Canadian National? 
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A. Well, in the Canadian National the Cost 
and Statistics Branch is a part of the Research and 
Development Department, and all costing of both rail 
and track cost is referred to this branch of which I 
am the head at the moment, to determine thevariable 
cost of the movement, 

Q. There is a suggested element of lack of 
security of tenure there, Mr. Bandeen! 

A. I didn't intend to suggest that. 

Since January lst of this year, as an example, 
we have had 230 requests for costs, which we have pro- 
cessed, and each one of these requests may involve one 
movement or it may involve several hundred movements. 

Q. These requests, I assume, come largely 
from your traffic people or rate people? 

A. They come from the Traffic Department 
and from the Road Transport Department. 

I think I should just explain to you which of 
the movements they ask us to cost. They have, in 
the Traffic Department, a very good knowledge of the 
approximate cost of the movements, from their long 
experience, and when they are in the business cf Setting 
rates they often know from their previous bench marks 
and from their experience that a rate is high enough -- 
that there is no question of it being anywhere near tn* 
variable cost and, therefore, no questicn of it not 
being compensatory. 

However, when they get a request in for a rate 


on a movement in which there is any doubt in their mind 
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and if they think the rate may not be compensatory, 

or they may not be able to quote on it because of 
comnetition they send the particular movement to us and 
ask us to supply them with the variable cost of moving 
the traffic. 

Q. You say you supply them with the variable 
cost? 

A. Yer 

Q. Is that the only figure you give them? 

A. yes. 

THE CHAIRMAN: What size of staff have you? 

THE WITNESS: We have about 130 people in the 
department, and I would say 35 of them devote them- 
selves to costing these railway movements. 

We have just recently decentralized and have 
cost representatives in Winnipeg, Toronto and Moncton, 
because around these areas there are immediate re- 
quests come up where the Traffic Department has to 
have a decision in a hurry and so we have people on the 
local ground. 

When I say we have handled 230 requests since 
January, we haven't handled the 230 requests ir the 
detailed way in which we handled the Crow's Nest grain 
rate, but ordinarily we can satisfy our traffic people 
of the range of the variable cost, and without detailed 
study and without having to trace cars and all the other 
refinements we have included in here; and what we would 
give them would be sure to be a maximum variable cost 


which, for their rate, is above -- sufficiently above -~- 
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TORONTO, ONTARIO 13151 
(Cumming ) 


for their purposes that they know that there is no 
problem of the rate being compensatory or not, 

But in some cases that are really marginal 
we have to go into detailed studies approaching the 
intensity of the Crow's Nest study. 

Q. Why do you give the rate to the traffic 
people at variable cost? Why don't you tell them as 
well what the fully distributed cost is of any particu- 
lar movement that you are examining? 

A. Well, I don't want to repeat what Dr. 
Edwards has said in the last few days -- and so ably 
said -- on rate making -- but in the Canadian Pacific 
the bench marks from which our traffic people start in 
making a rate -- the only cost figure that they are 
interested in is the variable cost of the movement; 
and how much above that they set the final rate is a 
problem that is not a science -- I think it is more an 
ares Maybe I am being unfair; perhaps I don't con- 
sider it a science because I don't understand it and 
wouldn't attempt to do it myself. But we have never 
supplied fully distributed cost internally to the 
traffic department. 


Q. Even for large volume movements? 


3 


A. Well, we have never done a large volume 


§ 


movement previously such as the Crow's Nest grain <- 
previous to that particular study. 

Q. Well, I suppose there aren't any rail 
movements in the country that are of so large a volume 


for a single commodity as that? 


buds tas arwoud ail 10.9 


SLTALNT edd of Star ede evig voy ob ‘ei ae a 
Be men? ited hoy a nob ywiw ¢teoo efdatrsv. ba 


ayottren ens 6 ak dacs ne tud tutekh vlivs ont ‘este cae | 

: . 
x oan H yi 
Saninigesx: Snb HOY tect snemsvon : 4 


10 Gaaw taeqor oF Sous 2'ob t alae A 


ide ot bak. eyab wat deat ond at ise nal am 


i 
7 


"0 


atoines asl bpasy sav od Pug ~- ante etat id “~ bras. 


ome Prete aiqdeg piiieed ‘uo; motein sont esletie noned add 


STB unas tant ecugt? taco yin. ondu«+ eteT ‘s) nan 


a | 


| (anemavem wee IO tao eldatray eat ah ak. bedeorsdat 
@ at-eron fsakt and tes yan? Jenny evode OL wotiabey . 

as evom 22 #2 datde I «- sonetoe a don at sads maiden. 
-nos toh lL sqeaxeo 172s inwe gated ms ~ edysK dae 

bus ot bered e12 firs vino I seuacsd sonefoe 8 Ji tebie 
tIy"sn stk te tag ~tfoaym vit ob of sqmervs ta low 
aay of yilservedat gece hbetudirtelt> vin? beliqqrs 


tremoisgess sith 


= =n = 
‘ 
| - 


Cates vom smusov @grel 101 nave | Jp im 


wiulo 49¢3f 2 saob (sven ever ow ,tfa¥ . wA4 
| ~« siete tes a worp ona BE dowe VAStne vee jasms YOR 
} 


abut Tsipgidces teri? ot BuO: 


‘ee | 


-. 


ther yne 2 ined ance apesiue x lew 9 He oe 


simifiv mages Se to ets wetrwoo ont at. ai a 
ia mes rf 


ee wae ee ee eee 


— Ex 7 


ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-€x 13152 


TORONTO, ONTARIO (Cumming ) 
1 
5 A. I can't think of one at the moment. 
' Q. But having that in mind, that, asa 
: me*ter of ordinary practice, you don't go into the 
: question of fully distributed cost and that you confine 
: yourself to variable cost, can you explain to us what 
: the purpose of going into full cost in this particu- 
8 lar study might be? 
A A, Well, as we have stated in the precis 
10 we calculated the variable cost first and then we 
4 felt that, since the concept of fully distributed 
2 cost was so prevalent and so familiar, particularly 
13 in the United States, we should calculate that since 
14 it would be an aid to the Commission and also, pos- 
45 sibly, it would serve as a method of charging the 
16 rate which our traffic people would recommend, 
7 But I can guarantee you in the case of 
18 Canadian ie gweuna that our traffic people did not have 
19 the fully distributed cost when they made their con- 
20 siderations about the height of the rate or where it 
21 should be placed. The reason I can guarantee you 
22 is that we had trouble in getting the variable cost 
23 and they were badgering me, I might say, almos" night 
24 and day to give them the variable cost, and we finally 
25 were able to produce it, and they prepared their por- 
26 tion of the brief -- Mr. McCoy did -- and had con- 
07 sultations with Canadian Pacific without any knowledge 
08 of fully distributed cost on the Canadian National, 
99 Q. But for rate making purpaes generaliy, 


as I gather from what you say, the important cost 
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consideration is in every instance the variable cost? 

A. Oh, yes, of course, If you go below 
that -= you can't set a rate below that which is to 
the advantage of the railway. 

Q. I was interested in your comment about 
the operation of your own department when you said it is 
becoming to some extent decentralized, What is the 
purpose of that? 

A, This is because the Traffic Department 
finds that, through competition, and because we may 
have taken four weeks in some cases, or longer, to 
quote a rate, they have to have information immediately 
available to them; and our traffic man in Winnipeg, for 
instance, would write us a letter saying that he 
would like to have a costing and it would take several 
days to get that material and send it back. So that 
you have to have somebody right on the ground who can 
give them a cost figure sometimes within a matter of 
hours if it is really a rush job. 

Qe The Commission, in its regional hearings 
in various places, heard complaints about delay in gete 
ting rates.- This, I take it, is, to some extent, 
the railways' answer to those troubled areas’ 

A. There is one other consideration which 
doesn't have to do with the outside shippers directly, 
and that is the fact that, having @ man in the region 
and at a regional headquarters, he has a more intimate 
knowledge of the operation of that particular region, 


and this is quite essential when you are costing the 
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er-ex 13154 
(Cumming ) 
movement of traffic -- if you know the switching given 
to individual traffic moving through particular ter- 
minals; if you know that from personal knowledge it 
ean be an advantage in refining your costing tech- 
niques; and also in the way freight operates, and all 
the other operations that pertain to the region, 

Q. So that there are two solid reasons 
for the decentralization, One is that you are going 
to get a better job done costingwise and the other is 
that cost data can be developed? 


A. Thateis right. 


(Page 13156 follows) 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Bandeen, cr-ex 13156 
(Cumming ) 

Q. The cost data can be developed? 

A. Yes. 

Q. Can you give us some idea as to the 
extent to which the rate structure has been built up 
on cost considerations? 

A. Well, offhand I would find that a diffi- 
cult question to answer. 

Q. Perhaps I might put it this way: © do you 
think it will be increasingly based on cost considera- 
tions? 

A. By and large our competitive rates 
and agreed charges are always based on cost considera- 
tions. There would be no thought of putting in a 
competitive rate or an agreed charge that was below 
variable cost or, for that matter, usually within the 
range of variable cost, because we do have to have some 
recovery to overhead on any rate to make it compen- 
satory. 

| Q. Would you say that competitive con- 
siderations, competitive conditions in transportation 
are tending to produce a rate structure which is 


increasingly cost oriented? 


Q) 


A. Well, yes, if you use "cost oriented" te 
mean that we are aware of the variable costs and have 
to calculate this for the individual movements; but, 
it is not related in any fixed way to variable cost 
or total cost. The rate, as you know, from listening 
to Dr. Edwards, is set on a whole host of considerations 


-- elasticity of demand, the market situation; but, 
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(Cumming ) 

1 

; I would say what you mean by "cost oriented" was, 

, does our Traffic Department now have to ask us for 

‘ mere costing? Yes. I would say they did, and this 

: will probably continue as competition gets more severe. 

- Q. Have you used the methods of statis- 

y tical inference in determining the passenger deficit 

; about which we expect to hear something more later? 

§ A. Yes, to the extent we used them for the 

10 grain study, we have used them in the passenger study. 

u Q. Was that done at the same time along 

12 with the development of the costs in the grain study? 

13 Is that what you mean by your answer? 

14 A. I mean by the answer there that we have 
415 used regression methods or statistical inference, as 

16 you refer to it, in calculating the road maintenance 


17 costs associated with passenger business, and the 


18 other costs which we calculated in the grain cost study 
19 by using regression methods, 
20 Q. Going on to something else, Mr. Bandeen: 


1 a small point that appears on page 3 of your, précis 


22 where you say: 
23 "The study data includes traffic received 4t 


"Edmonton from the Northern Alberta Ratiiway. 


"In the year 1958, this comprised 3,921 cars 
"and 202,956 tons.” 
That I understand is the Canadian National's share of 
the traffic originating on the Northern Alberta Railway? 
A. That is correct. 


Q. Was there any development of prior empty car 
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(Cumming ) 

movement in connection with the traffic moving along 

the Northern Alberta Railway and coming onto Canadian 

National and Canadian Pacific at Edmonton? 

A. The Canadian National did not trace the 
car movements coming from Northern Alberta Railway 
back to their country origin. For the purposes of 
this study we considered only the movement of grain 
at statutory rates on the Canadian National as such, 
and we would pick up the loaded movement of these 
grain cars at Edmonton and we would also trace the 
empty miles that occurred on the Canadian National in 
supplying empty cars to the Northern Alberta Railway 
for loading with grain. 

Q. At. Edmonton? 

A. At Edmonton, but we traced none of the 
empty miles on the N.A.R. 

Q. Are the revenues included? 

A. The revenues attributable to the N.A.R. 
are not included in the study. 

Qo It has been ignored completely? 

A. We have taken the division of revenues 
that the C.N.R. gets from this traffic, and th 
movement of statutory erain on the N.A.R. has been 
completely ignored, if you wish to use the term, or 
left out of the study. 

Q. You ssid you had te’cen the revenues 
the C.N.R. gets: are they included in the revenues 
you show in the cost study? 


As Yes, and so is the loaded movement from 
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(Cumming ) 


Edmonton to Vancouver or to the Lakehead, wherever the 
cars were moving. 

Q. Well then, there must be some element 
of error if you have included in the study the revenues 
you get but have not included the costs? 

A, Oh, we have included the costs of the 
movement on our lines. 

Q. On your own lines? 

A. Yes, but none of the cars on the N.A.R. 

Qe And you have not included any revenues, 
that portion of the revenue which was earned on the 
Northern Alberta line beyond Edmonton? 

A. That is right. 

Qo If that has been included, would that 
have increased the overall grain deficit by any sub- 
stantial amount? 


A. This would involve us in a cost study 


done such a study, I would, offhand, say that at the 
rate they would be getting, which is similar to the 


- One fein cae aye near heln hut b= wane 
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total deficit on statvtory grain would be higner than 
that reflected by the receipts of the Canadian Nation 
and the Canadian Pacific to the extent thas néscoistr 
us, I believe, included the N.A.R. If you were 
looking at the total picture of the movement of 
statutory grain, you would have to include the N.A.R. 


deficit as well as the two major raliways. 
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. (Cumming ) 
COMMISSIONER BALCH: That is only seasonal, 

though -- the movement on the N.A.R.? 

THE WITNESS: I believe so, 

COMMISSIONER BALCH: In the open weather: 
am I right on that? 

THE WITNESS: No, I think we could move 
it all year round. I don't know what the elevator 
situation is. 

COMMISSIONER BALCH: Well, do they store it? 

THE WITNESS: Oh, this is the N.A.R. -- the 
Northern Alberta Railway. 

COMMISSIONER BALCH: Oh yes, that is right. 

THE WITNESS : I think it would move all year 
round because they probably have farm storage and country 
elevator storage. Commissioner Platt would probably 
know that. 

MR. CUMMING: Q. I want to turn to some- 
thing else, Mr.Bandeen. We can take it from the 


figures that have been put in in this study that the 


movement of grain in Western Canada is a very sub- 
stantial one? 

A. That is right. 

Q. What I wanted to ask you is, is there 
any impact on the general level of efficiency of the 
railway system in the West because of the existence 
of this large volume of traffic wich in part, at 
least, can be moved at the railways' convenience? 

What I had in mind is perhaps this: dees that factor 


-- that is, your ability to move it to some extent, 
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7 (Cumming ) 

at least, at your convenience -- improve your cost 
picture as regards making up trains, wages and fuel 
costs, and so on, and, if there is any such efficiency 
arising because of the existence of the traffic, has 
that been credited to the grain traffic generally? 

A. Well, my answer to that would be that, 
to the extent there are efficiencies because of the 
nature of the grain, these have been included in the 
cost. study since we costed the actual movement of the 
grain and the actual experience resulting from this. 
I am not exactly sure what you mean by "efficiencies". 
If you mean heavier loading for grain, this has been 
reflected in the costs of crew wages and this type of --- 

Q. I understand, for instance, that you 
could supplement manifest trains with additional grain 
cars and things of that sort? 

A. Yes. 

Q. Is this reducing your overall cost of 
operation of the system in the West? 

A. No, I would say no to that question. 
It is not reducing it -- I am not exactly sure I 
understand the question, but if it is what I thonk it is, 
you are dealing with the problem of filling owt all 
manifest trains with grain where the occasion arises. 
I would not say that this effected any economies tat 
were peculiar to grain, no. We would just change the 
schedule for the trains. 
@. On page 6 of the precis, down at the 


bottom, you give some figures about the movement of 
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TORONTO, ONTARIO Bandeen, er=-Sx 13162 
(Cumming ) 
1 
, grain cars and tons to mills and government elevators. 
3 Perhaps I can read this: 
js "Some 8,888 cars containing 467,132 tons, averaging 
: "52.6 tons per car, were inbound by rail to mills 
p "and government elevators. 14,430 cars containing 
; "495,740 tons, averaging 34.4 tons per car, 
i "were outbound to export grain terminals." 
9 Am I right in understanding that the differenc: 
10 in the outbound and inbound average tonnage per car is 


11 the result of the milling under the milling-in-transit 
12 privileges? 
13 A. That is correct, yes. 
14 Q. That is because the mill to train 
a products are lighter loading? 
16 A. Yes, that is correct. For each car in 
17 you get between 14 and 2 cars out. 
18 Q. And yet, that milled-in-transit grain 


19 moves at the same through rate? 


20 A. That is correct. 
21 Q. So, you have --- 
22 A. With the addition that there is # stop- 


23 over charge collected on the miliing-in-transi . 
24 Q. Oh yes, I appreciste that, bus the 


25 transportation charge itself, apart from the actual 


26 stopover charge, is the through rate? 
27 A. That is right. 
28 Q. And you are in a position, then, of 


29 hauling ex-mill almost two cars for each car hauled to 


30 the mill? 
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TORONTO: ONTARIO Bandeen, cr-ex 13163 
(Cumming ) 
1 
: A. That is correct. 
j Q. Could you give us some estimate of the 
7 extra car mileage that is involved in the movement 
5 ex-mill? 
r re We have done a rough calculation on 
,| this as additional car miles would be -- that is 
: approximately between 34 and 4 per cent of our total 
9 car miles which I think is somewhere around 7 million 
10 ear miles additional, because of the hauling of two 
1 ears out of the mill and one car in. 
12 Q. And you don't get any additional revenues 
13 for that extra movement? 
14 A. Not that I know of. 
eP5 THE CHAIRMAN: Only the stopover. 
16 MR. CUMMING: Qo Oh, apart from the 
17 stopover? 
18 A, No, we don't get anything in addition to 


19| the stopover charges. 


20 Q. Is a substantial amount of these milled- 
m1 in-transit grain products destined for the Eastern 

22 Canadian domestic market? 

23 A. I am informed that a substantia. portion 
24 is. I would assume there was. However, there are 

5 flour, export, or what-not, and the exact preportion 


26 of this that is domestic in the sense that it is 

27 going to Eastern Canada and export, I don't know offhand. 
28 However, I would imagine a substantial proportion 

29 was coming to Eastern Canada for internal use in 


30 Eastern Canada. 
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BP ANGUEP STONEHOUSE ® co. LTD. Bandeen, er-ex 13164 
(Cumming ) 

Q@. What I am leading to is this: could it 
be suggested in the light of the fact that some, at 
east, of these milled-in-transit grain ate are 
going to the Eastern Canadian domestic market as 
against overseas markets that, really, in the subsidy 
recommendations that the railways have advanced, there 
is an element of subsidy for the benefit of the 
consumers of bread in Eastern Canada? 

A. Well, I suppose you could look at it 
in that fashion. The situation presently is that --- 

THE CHAIRMAN: As against British 
Columbia in particular? 

MR. CUMMING: Qe As compared to the situa- 
tion on the westbound movement? 

A. I believe the position the railways have 
taken is that with the grain and grain products 
presently moving beneath costs -- variable and total -- 
that there is an element of subsidy on the traffic 
moving at this: this subsidy at the moment being 
paid by both railways. Whether this is a subsidy to 
the people who ship the product or to the final 
consumers is a question that, frankly, I am viable to 
answer. 

COMMISSIONER MANN: If there is an element 
of subsidy to the domestic consumer, that holds true 
for grain products, as you have said, but it also hoids 
true for grain to the extent it goes to the domestic 


consumer in the east? 


THE WITNESS: That is quite right, but 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13165 
(Cumming ) 
as we know, before you can determine whether it is a 
subsidy to the receiver or to the shipper, you would 
havc to find out what would happen -- how an increase 
in rate would be passed on. Would it be added to the 
price charged to the receiver, or would it be sub- 
tracted from the receipts ef the shipper? Before 
you can say that it is a subsidy to one or the other, 


you have to know the effect of that. 


(Page 13166 follows. ) 
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* ANGUS. STONEHOUSE & Co. LTD. Bandeen, er-ex 13166 
TORONTO. ONTARIO (Cumming ) 

Q. Mr. Bandeen, I want to talk to you for 
a minute or two about empty movements, You have 
charged to the grain traffic the empty me feo! of box- 
cars prior to loading; that is on the basis of allo- 
cation of the cost of empty movement to this study 
traffic? 

As That is correct. 

Q. I understand from what Dr. Edwards said 
in his evidence yesterday that you have done some fur- 
ther study of the post empty movement characteristics of 
this study traffic? 

A, yes, we have, and we have some results 
on that, if you would just give me a moment to find it. 
In the initial instance, when we were planning this 
study, we felt that we should use the prior empty 
movement on theoretical and conceptual grounds, but 
just to test the situation in western Canada we looked 
at both the prior and subsequent. This is for the 
sample of cars loaded with grain. We checked their 
movements previous to being loaded and after they were 
unloaded, 

Q That was the same sample that formed the 
basis --- 

A. Exactly the same sample, and we found 
that the subsequent empty car days -- because this in- 
volves both days and car miles -- exceeded the prior by 
330,346, whereas the subsequent empty car miles exceeded 
the prior by some 8.37 million miles, and had we 


evaluated these and used subsequent rather than prior, 
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¥ . STONEHOUSE & CO. LTD. 
Pea PeAENTS, ONTARIO Bandeen, cr-ex 13167 
(Cumming ) 


it would have increased the variable cost by nearly 


$900,000 and the constant cost by $600,000. However, 
we are not suggesting that we should have used the 
subsequent, because we felt for other reasons that the 
prior was a better measure of the empty car miles 
associated with the movement, and the reason that we 


looked at subsequent was that we were concerned about 


such places as Vancouver and Prince Rupert where we 
felt there was a high reloading factor; but the effect 
of the lakehead and Churchill far over-balances the 
loading characteristics at Vancouver and Prince Rupert. 

Q. Can you explain why, so that we may have 
this clarified? What is there about this traffic 
that entails more empty movement after unloading than 
praor? 

A. Well, in the case of Churehill, I realize 
that is not too large a movement, but there is very 
little boxcar traffic coming back from Churchill. 

Q. What is the important movement? 

A. The important movement, I think, is 
Scotch whisky to Regina. 

Q. I would have thought that would oe a 
volume movement. 

A. I am afraid you are more familiar with 
the western drinking habits than I am. At the lakenead 
where the great majority of our traffic goes, there is 
very little reloading of boxcars. Our cars are taken 
out of position by going to the lakehead, and they have 


to go back either to central Canada or to Winnipeg, at 
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~ ANGUS. STONEHOUSE & Co. LTD. Bandeen, CYr~ex 13168 


TORONTO, ONTARIO 


(Cumming ) 
1 
9 least, before there is any substantial volume of traffic, 
3 Q. I appreciate you are not seeking to 


4 cherge against th. study traffic post empty movement, 


but is there any logical basis on which you, asa 


) 

6 cost analyst, would be prepared to defend the charging 

7 of post as against prior movement? 

8 A. This is a subject on which you can 

9 develop arguments that we can use either movement, 

10 either the prior or the subsequent movement, and both 

11 arguments have some degree of validity. However, we 

12 felt that prior movement was the one that gave a more 

13 accurate picture of the cost, and also, since the 

14 movement gave fewer car miles and car days, we felt 
ets this was another conservative measure to take in the 

16 costing of this grain. 

17 Now, the argument, as you know, develops in 

18 the following fashion. In looking at a car or move- 

19 ment of grain or any commodity you have to consider 

20 whether the empty movement that occurred before was 

a1 for that traffic; in other words, was the car sitting 

22 idle wherever it happened to be empty and it was 

J) assigned to the movement of grain, let us say. Do you 

24 charge that movement to the car or do you look at it 


25 in the other fashion, that the reason there is an empty 
26 movement is that the car is up in Churchill and this is 
27 not charged to the person who happens to move the 

28 car, whether in Churchill or Manitoba, and there are 

29| arguments in either direction, But we felt it best 


30 to take the prior movement on the basis that once the 
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* ANGUS. STONEHOUSE & CO. LTD. Bandeen, cr-ex 13169 
TORONTO. ONTARIO (Cumming ) 

car is unloaded you could not attribute any commodity 

to the movement where it was unloaded and the movement 

was because it was ordered to be loaded atti en 

COMMISSIONER BALCH: What was the prior 
movement involved? 

THE WITNESS: This would be a movement from 
point of last unloading to the country elevator or to 
the mill. 

COMMISSIONER BALCH: What about the prepara- 
tion of the car? 

THE WITNESS ; You mean cleaning? 

COMMISSIONER BALCH: Cleaning, and so on, 

THE WITNESS : I don't believe we charged any, 
not for cleaning. ‘there would be for repairs. 0h, 
the time involved was charged. 

COMMISSIONER BALCH: There is usually a 
great amount of extra switching preparing the car, taking 
it from one point in the yard to another point in the 
yard where it is cleaned. Is that included? 

THE WITNESS: I don't believe it is. 

COMMISSIONER BALCH: Especially in the larger 
terminals, 

THE WITNESS: Well, especially for grain pro~ 
ducts, where you have to have an "A" car. We didn't 
include any of the switching time because we didn't 
know which cars had this movement and which hadn't. 

It is not fair to say that all of them would get a 
cleaning; a large number of them wouldn't get a cleaning. 


But we left that out, and I suppose this is again an 2rea 
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ins ANGUS, STONEHOUSE & CO, LTD. Bandeen, er-ex 13170 


TORONTO, ONTARIO 


(Cumming ) 
of conservatism. But whom do you charge the cleaning 
to? Is it cleaned because it is going to be loaded 


Wien grain products or because some person. used another 
type of commodity in it previously? 

COMMISSIONER BALCH: What I have found is 
that the shipper who Shinped Prick to that usually tries 
to unload everything he can into this car while he 
has got it, so that involves a lot of movement for that 
car. So you are really on the conservative side. 

THE WITNESS: Yes, that is right. We didn't 
include any of that cost. 

MR. CUMMING: Q. Would there be any prior 
empty movement charged to the study traffic if you 
had used the average empty movement in the western 
region? 

A. No, we didn't have the average of empty 
movement for boxcars in the western region, This is 
not kept in the company records by type of car, and the 
only figure we have is the empty car miles for all 
types of equipment. 

Q. That would include tank cars, refreigera- 
tors, gondolas? 

A. Yes, hoppers, and the figure for the 
western region in the Canadian National was 55 plus. 

One moment and I will find the actual figure for you. 
The figure for all cars in the western region was 5 
per cent empty car miles to loaded car miles, and that 


included all types of cars. Through our study we 


found that the cars which moved grain, the ratio of 
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~ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13171 
es (Cumming ) 

empty car miles to loaded car miles, was Shaseper eent, 

so you have a difference of 1.7 per cent, which would 

net be terribly large if we had just used the western 

region average. 

Q. That compares against the system average 
on Canadian National of 50.7 per cent? 

A. That reflects the lower empty movement 
in eastern Canada, I would imagine, 

Q. In your internal costing you have been 
talking about on the sort of day-to-day basis, when 
the Traffic Departments seeks a rate from you, what 
do you do with the empty movement? 

AN Well, depending on the necessity for 
refinement in the cost and the urgency thereon, we use 
a percentage empty to loaded at interchange points, 
which would be more or less on a division basis. But 
if it is something that is a large movement, and where 
it is important that we get a precise measure of the 
cost, we will go to tracing cars in the same fashion 
we have done here, Now, it is not easy to trace cars 
the way the record is kept, it is time-consuming and 
takes a fairly large staff. We are hopeful in the 
near future to have our data inauch form thas by 
mechanization we will be able to get these empty car 
tracings much easier than we can today. But at the 
moment we have to send a group of clerks to trace 
the empty car movement. 


Q. If you do not go to the extent necessary 


of field studies or detailed studies required for an 
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< ANGUS, STONEHOUSE & CO, LTD. Bandeen, er=-ex 13172 


TORONTO. ONTARIO 


(Cumming ) 
1 
; actual tracing, is the method you use the same as the 
A Icc method which Mr. Stenason described to us? 
. A. I have to confess I am not familiar with 
é the ICC method, but I believe they use territorial 
‘ averages, and ours is similar to theirs in some respects 
, except that we use smaller territories and, by and 
, large, we will know the empty movement if it is, say, 
5 a stub-in branch line or a movement on Hudson Bay 
1D railway; we know the actual movement on that line 
“ from data we already have, I must hasten to say here 
12 that we would be using an average for all types of ears 
13 and not just boxcars, unless we know the actual type of 
14 movements which would lead us to use other methods. 
45 Q. On a specialized line or something of 
16 that sort? 
17 A. That is right. 
18 Q. When we were talking about this milling 
19| in transit business you pointed out that the movement 
20 ex-mill requires almost two cars for every one inbound 
4 car? 
22 A. That is correct. 
Q. In developing the car cycle tha: you 
calculated and used as part of the basis of this cost 
study, was the prior empty movement of the additional 


ears called into the mills to handle the increased 


volume outbound included? 


A, Well, in the initial instance we had 


made an error in calculating the empty car miles and 


empty car days associated with the milling in transit 
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ANGUS, STONEHOUSE & CO. LTD. Bandeen 
TORONTO, ONTARIO ‘ 


or-ex 16173 
(Cumming ) 


traffic. However, we have since made the correction, 
and I believe we put it in in December, although 

wait till I check. I am sorry, we did not make a 
correction because it shows that the change would be 
less than one-fiftieth of one per cent of the total 
car days in the study, and it would be an increase, so 
we again left this out. But in the initial instance 
we applied the same car cycle to milling in transit 
traffic at the terminal as we did to grair at the 
terminal, and that, of course, is not justified. But 
in rechecking we found that the change in car miles 

and car days would be so small it would not necessarily 


be a correction. 


(Page 13176 follows ) 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 1S176 
(Cumming ) 


Q. Now on the matter of non-revenue freight, 
0.C.S. movements, you have charged grain traffie with 

a percentage factor for the cost of moving on-company— 
service freight on a ratio of non-revenue freight ton- 
miles to total revenue freight ton-miles, that is 

my understanding of the method by which you adjusted 

the basic output units. 

A. Yes, after separating out the passenger 
portion of it, yes. 

Q. And you did it on the basis of the 
system average, did you, or did you use the Western 
region average? 

A. No, we used the Western region average. 

Q. Are you satisfied that that is a correct 
reflection of the cost of that movement? 

A. Actually we should have used more than 
the Western region average. This came up later after 
we had done the study, and we were working on another 
study in the Western region, and we found out that 
the Western region average did not include the move- 
ments of 0.C.S. material, say, from Eastern Canada to 
the West. Now,this would involve steel, rai.s and 
other products. 

So we went back and re-calculated the ton- 
miles to get the actual per cent of 0.C.S. ton- 
miles that were used in the Western region where 
the final products of these were used in the Western 
region. It would have increased our per cent from 


4.445 per cent to 5.32 per cent, and this would have 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex LOT? 
(Cumming) 

1 

had the effect on our part of increasing the variable 
cost by some $300,000 and a constant cost py $200,000, or 
; a total of half a million dollars. 
; Now, Dr. Edwards put this in yesterday and 
- listed it as an area of conservatism on the part of 
A the Canadian National. 
P Q. Just one more point in connection with 
‘ switching, Mr. Bandeen. I would like you to look 
4s at this statement NR2-6 which shows the details of your 
‘4 traffie studies at the Lakehead. I am referring 
5 particularly to page 3 of 28. Have you got that page? 
13 A. Yes, I have. 
4 Q. Under the heading of "Industrial Switching" 

Ris there is a sub-heading of "Elevators". 

16 A. That is correct. 
17 Q. Then you show the switch engine 
18 minutes and number of cars, minutes per car. Does 
19 this method of calculating the switch engine minutes 
20 that are involved take into account the size of 
1 cuts? 
22 A. Yes, it would reflect the size cf cuts 
3 as found in the study period for the switching “nto the 
4 elevators. 


Q@, Sinilarly there is another sub-heading 


25 

96| ‘Other Industrial" with a whole series of movements 

7 deseribed, some of which entail fairly substantial 

28 numbers of minutes per carin the switching movement 

29 involved. Are any of those averages included in the 


30 switching minutes attributable to the grain study? 
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Be ge ye) Over oscar, Bandeen, cr-ex 13178 
(Cumming ) 

A. Well, three of them areincluded in the 
grain study. Those would be the switching to Robin 
Heod Flour dock, five minutes per car. I understand 
that is a terminating area for some of our grain 
products. Similarly, Mission (GTP) freight shed 
on page 3, is also a terminal area for some of the 
grain products; and on the next page, page 4, we have 
"Freight Shed and Docks -- Port Arthur" and that is a 
terminal for some of the grain products. But the 
other areas listed under "Other Industrial Switching" 
were not included in the grain study, and they are 
listed here only because when we were doing the study 
we had to take accountof 100 per cent of the minutes 
spent by the switch engines, and we listed this because 
we intend using these studies for other than the 
grain costing study. In other words, in the future, 
if we have to cost a movement going into Lakehead, 
we will learn the switch minutes found for these other indus 
trial locations in doing our cost study, but they 
have nothing to do with grain and grain products. 

@ What bothers me is that they ali 
apreared undev the heeding "Industrial Switchi:¢" and 
the switching movements which were obviously grain 
were grouped under that came heating with other 
switching ree eats which were obviously not grain; 
and I was concerneé to know whether or not there was 
any of that obviously non-grain time had found its 
way into the overall averages used. 


Re No, it had none. This was just a 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex LS 179 
(Cumming ) 


complete reporting of the study as carried out. 

Q. Now, on page 25 of your brief -- 

A. Incidentally, before we leave this point, 
if you would look at the remaining pages of that 
exhibit, from page 5 to 28, you will find the various 
combinations of switching elements that we had used 
in the study. If anyone. is interested in studying 
ther they are all outlined there, and the various 
movements, and by careful study of those you would see 
that none of the other industrial minutes enter into 
any of the possible combinations of moves. 

COMMISSIONER BALCH: Mr, Cumming, before you 
leave that, this has been on my mind too, Mr. Bandeen. 
You mentioned that the winter difference in switching 
was 7 to 28 per cent. The C.P.R., I believe, allowed 
15 per cent, am I right on that? 

THE WITNESS: I believe you are right, 

C.P.R. allowed 15 per cent for, I think it was, only 
four months, but Mr. Stenason --- 

MR. STENASON: Yes, we found 15 per cent in 
the winter as compared with the summer, but the adjust- 
ment was 5 per cent to reflect the period of tie year. 

COMMISSIONER BALCH: I see. Then was 
7 to 28 just a guess? 

THE WITNESS: No, what we did, we took either 
four or five of the principal terminals in Western 
regions, and we took average cars per engine hour by the 
winter, and the average cars per engine hour in the 


summer and compared them, and found that in the summer 
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| (Cumming ) 

you got an increase in the number of cars per engine 

hour from 7 per cent to 28 per cent. This would 

reflect a number of things. 

COMMISSIONER BALCH: There was a certain 
test made then. 

THE WITNESS: Yes, we did not feel we had 
sufficient data at hand to come up with one figure. 

COMMISSIONER BALCH: I did not want the 
idea to be given that it was guesswork. There was 2 
certain amount of tests made. 

THE WITNESS: Oh, yes. 

MR. CUMMING: Q. I take it that this ques- 
tion of size of cuts which you have told us is accounted 
for in the averages in the movements that are described 
there, may, from what Dr. Edwards says, be still a 
factor in classification switching? 

A. It could very conceivably be a factor 
in classification switching. However, we feel that 
it would be a very small factor. 

Now, knowing the importancethat has been 
attached to this by certain of the gentlemen who were 


questioning Mr. Stenason and Dr. Edwards, I has 
’ 


pa 


prepared a very short memorandum of our position i 
the Canadian National on size of cuts, which it may be 
of benefit if I could read into the record. 
Q. If you would, please, Mr. Bandeen. 
Reference has been made to the matter of 
"size of cut" on a number of occasions and I would like 


to preface my answer with a few general remarks 
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“ ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-CxX 13181 
(Cumming) 
1 
9 designed to clarify the manner in which it has been 
3 treated in our study and the implications of the ques- 
4 tiva that has been raised in respect to the relative size 
5 of grain cuts. 
6 To place the matter in perspective, it should 
7 first be pointed out that the discussion may properly 
8 be related to only one of the elements of switching 


9 service, that of "classification switching". The 


10 Switching service accorded grain traffic falls into 

11 four broad groupings; the switching of cars to and 

12 from loading and unloading points at originating, 

13 milling and destination stations; transfer movements fram 
14 the main classification areas to other yards or mills and 
15 elevators; movement, where applicable, to and from car 
16 repair facilities; and what has been referred to as 

17 "classification switching". 

18 For each of the first three categories of 

19 service, weighting for the relative size of cut was 

20 inherent in the study methods. For each such service 

21 and for each loading and unloading point, the minutes 

22 per car were derived by dividing the number of cars 

23 into the switch engine time required to perforr that 

24 particular element ef work and thus reflected the 


25 individual size of the cuts actually being handled. 

26 The present discussion may be confined, 

aM therefore, to the category of "classification switching", 
28 which is the switching performed in main yard areas to 

29| line-up traffic for through or local handling. The 


30 study method in dealing with this element of service 
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TORONTO. ONTARIO Bandeen, Ccr-ex 13182 
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1 
5 was to divide switch engine time applicable by the 
3 total number of cars as determined by an actual count of | 
4 th. cars entering the classification area,. The effect 
5 of this approach was to assume that all traffic was 
6 handled in cuts of the same average size. 
7 The question that has now been raised is 
8 whether there are terminals at which grain traffie is 
9 handled in cuts larger than the average for all 


10 traffic and, if so, whether this might be reflected in 
11 lower switching costs attributable to this particular 


12 segment of traffic. 


13 This matter was brought out and given some 
14 considerable thought during the preliminary planning 
“als for the field switching studies. The results of our 
16 analysis indicated first, that variations in switching 
17 costs relative to size of cut would be impossible of accurate 
18 measurement and second, that the effect on the switching 
19 minutes attributed to grain traffic would not be 


20 Significant. 


Bal The problem of the possible effect of relative 
22 size of grain cuts was referred to the office of the 

23 System Supervisor of Terminal Operations, Mont cal, 

24 which exercises control over all terminal operations. 

25 Their assessment was that it would be only where 

26 grain was moved in substantial volumes through a flat 

27 switching facility in conjunction with a large olume 


28 of non-grain traffic that there might be any effect. 
29 Such conditions would not obtain at smaller gathering 


30 terminals or at terminals where grain was the principal 
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TORONTO, ONTARIO Bandeen, cr-ex 13185 
(Cumming ) 
1 
D movement, at which the average number of cars per cut 
3 would be simply a reflection of the average size of 


4 the grain cuts. It was the opinion of this office that 
there was only one terminal on the Western Region, 


that at Winnipeg, where the traffic pattern might be 


7 such as to warrant differentiation between grain and 
total traffic. 

9 While there are no such records maintained, 
10 further analysis suggested that the difference in the 


11 relative size of cut at Winnipeg would be small in 


12 absolute terms, since non-grain traffic tends also to 

13 move in cuts reflecting advance marshalling and bulk 

14 commodity movements. A special check of the records at 
a5 Fort Rouge yard covering a one-week period during May, 


16 1958, indicated 15% of the non-grain traffic was handled 


17 in cuts of 11 cars and over and that a total of 67% 


18 of the traffic was in cuts of two cars or more rep- 


19 resenting multiple car movements of stock, paper, 

20 lumber, oil, metal, coal and other traffic pidétedeter 
21 through handling. These results were supplemented by 
22 figures developed by the System Supervisor of Terminal 
23 Planning from a special survey of the Winnipeg yard 


7 4] Svar 2 oF oS 
made in 1955 which showed the average number of cars 


per cut for all traffic to be 2.7 compared witn an 

average of 4.2 cars for grain traffic only. While 

these figures again represented only one week's experience, 
they served to confirm that the margin of difference 
between the average size of cuts for all traffic and for 


grain wovld not be large in terms of number of cars. 
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ial ea Bandeen, cr-ex 13184 
(Cumming ) 

1 , 
: Although there was no data available, it 
3 appeared evident that the variations in switching cost 
; pe> car which might accrue from an increase in the 
: average size of cut of this order, from say 2.7 to 4.2 
; cars, would in turn be relatively small. 
: Since any such differences as might appear 
‘ would also be confined to "classification switching", 
9 our analysis appeared to leave no doubt that the > 
10 relative size of cut would have a very limited effect 
1 on the switching minutes attributed to grain in the- 


12 over-all picture, 

13 We foresaw also certain practical problems in 
conducting studies designed to take the element of size 
“45 of cut into account, including the problem of resolving 
16 differences between the theoretical number of cuts as 
17 indicated by the traffic destination on the incoming 

18 train consist, and the actual number of cuts made by 


19 the switch crews, which are determined in part by the 


20 length of the load and the position of bad order cars 

1 in the train. Added to this was the problem that the 

22 results obtained from such an approach would have to be 
D3 interpreted through a figure representing the average 

24 number of cars per cut for grain distinct from other 

25 traffic -- a measure which would lack preciseness with 

26 she variations attendant to changing volumes of grain 

a7 traffic over the year. 

28 While these problems could have been met, it 

29 would have meant additional effort on an already extensiv 


S 


30 study project planned to include 4 survey of nearly 2 
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ANGUS, STONEHOUSE & CO. LTD. 
e TORONTO. ONTARIO Bandeen E cr~-@x 13185 


(Cumming ) 

thousand switch engine assignments. In light of our 
other findings, therefore, the decision was reached 
tc eonduct the studies on the basis of the .average 
size of cut fer all traffic. 

While satisfied that the relative size of cut 
would have had no significant effect on the switching 
effort which has been attributed to grain, we have no 
data from which an emp ivical measuie might be developed. 
The only material that I have seen on the subject of 
effect of size of cut on switching costs is that 
prepared by Mr. Wright in his article in the publica- 
tion "Railway Age". Without comparable data and 
without additional detail as to the assumptions made, 
there is no means of appraising the results obtained by 
Mr. Wright. From what information has been provided, 
there would appear to be certain limitations and I 
would not be in a position to endorse the method of 
approach. 

If the validity of Mr. Wright's figures were 
to be assumed, however, a figure could be developed -~ 
although it would be nothing more than an approximation 
of magnitude. On the basis of the relative va. ‘es 
calculated by Mr. Wright --- 

I want to enter here that I am not endorsing 


Mr. Wright's article because I think it has some 


serious drawbacks in it, but if we accept Mr. 
Wright's figures --- On the basis of the relative 


values calculated by Mr. Wright and the figures 


obtained from the Winnipeg study -- 1.€. an average of 
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“ANGUS, eee COTES Bandeen, cr-ex 13186 

| (Cumming) 
2./ cars per cut for all traffic and 4.2 cars per cut 
for grain traffic -- the effect of relative size of cut 
would have been to reduce the classification switching 
attributed to grain at Winnipeg by about .38 minutes 
per car. Applied to the total car handlings this 
would yield a figure of approximately 31,000 switch 
engine minutes or slightly over 7% of the total minutes 
of classification switching attributed to the handling 
of the through grain traffic at Winnipeg. 

Since in our assessment Winnipeg is the only 
terminal at which those circumstances could obtain, 
this figure, if accepted, would represent the maximum 
potential area of adjustment over the total of some 5.6 
million minutes of engine time attributed to the 
handling of the study traffic. The equivalent dollar 
value would be slightly less than $30 thousand. 

Se accordingly we have not included anything 
to reflect the size of cut, because on the overall 
study, even if we accept Mr. Wright's figures -- which 
we do not -- but if we use them without necessarily 
endorsing them, we only get a reduction of $30 thousand 
on the total cost of the grain. 

Qe Thank you, Mr. Bandeen. If i may say 
so, that was quite an answer to one short question. 

On page 25 you say, dealing with the analysis of the 
railway primary expense accounts 

"The expense data were then all stated in 
"December 1958 wages and material prices by 


"adjusting for changes in wages and in the 
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ANGUS, STONEHOUSE & CO. LTD. 


WORGHTG, ONTARIO Bandeen, cr-ex 13187 
(Cumming ) 

"Canadian National material price index." 
When I was discussing these mattérs with Dr..Edwards 
yecterday, he included, without putting a number on it, 
so far as Canadian National was concerned, as one of 
the elements of the conservatism, the fact that this 
study had not been adjusted wp waras to present levels. 
Can you give us some idea of the order of additional 
cost that would be entailed as the result of the wage 
increases that have taken effect since the conclusion 
of the cost study? 

A. I am sorry, I cannot. There have 


been wage increases. I forget the magnitude of them. 
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(Cumming ) 
Q. The note I had was that there came into 
effect something like nine or nine and a half in 
ruining trades and it was either three or three and a 
half in the non- operating, 

A. No; the non-operating increases would 
apply equally well to ¢anadiar National; the running 
trades increases may not, 

I believe we negotiated separately, but I am 
not sure, 

I am informed that there is a different day 
when the increases take place, but they are essentially 
of the same magnitude, 

Q. In dealing with increased costs of that 
sort would there be offsetting increases of productivity 
per man hour, or however it may be measured, during that 
time that would, to some extent, reduce the impact of 


wage increases? 


A Well, it is possible that there would have 


been, and one of them would have been resulting from the 
full dieselization, and I understand from the press 
that Canadian National is the first major railway in 
Canada to be fully dieselized, and that cccurre” as o 
the day before yesterday, I believe. 

MR, SINCLAIR: Last week. 

THE WITNESS: I believe that would increase 
the efficiency. But as I understand it we costed our 
study as if it was fully dieselized, to take into 


account any of the increased efficiencies occurring from 


full dieselization. 
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“ANGUS, STONEHOUSE & CO. LTD. Bandeen, cer-ex 13186 


TORONTO, ONTARIO 


(Cumming )} 
1 
: MR, CUMMING: Q. I suppose extension of 
: what has been called CTC would be another area in which 
; in-reased efficiency could reduce costs? 
; A. That is correct, 
5 Q. Now, you said a moment ago that your 
y study was based on assuming complete dieselization. 
P Generally, in the manner in which it was done, it is 
9 what is described as a purely cross-section analysis? 
10 Is that the proper description of the kind of study 
1 that was made? 
12 A, Where regression takes place, yes; and, 
13 as I explained earlier, for maintenance of way primarily, 


14 with some transportation, 


45 Q. But in assuming a complete dieselization 


16 the way, perhaps, in which you did it was to take the 


17 Giesel fleet as being rather more mature than it 


18 actually is? 

19 A. Yes, that is correct. 

20 Q. You have introduced an element of fore- 
21 cast into your cost study, have you not? 

22 A. yes, we have. We explained that when 
23 we first submitted our study to the Commission, that 
24 we had used the fully dierelized bazis and we had 


os 


25 adjusted the maintenance cost of diesels to reflect 


26 what might occur in the future, I can't tell you 


2a whether that actually will occur or not. 
28 What we did was to take from our own internal 
29 diesel experience the diesels aged between three and 


30 ten years, I believe, and took the average of these to 
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“ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 12165 
TORONTO, ONTARIO (Cumming } 

be the experience that we could expect in the future 

when we were fully dieselized and had a mature diesel 

PiL.eec.. 

I think we may still be understaing our 
diesel maintenance because in conversation with some 
American railway officials I am led to believe that 
after the tenth year diesel expenditure again increases 
rather substantially; but we don’t just have the. ex- 
perience to validate that. 

Qo If the study that is recommended and the 
basis upon which it is proposed would be recalculated 
each year is there any danger that by using that fore= 
cast that you have used there may be some overstatement 
of cost? 

Bee Well, I don't feel that it is an over- 
statement of cost and that there would be any of that 
danger, However, since what we have used is the 
average of diesels three years and over we will be in 
the situation in == well, I guess three years from last 
week -- of having the majority of our fleet three years 
and over, and if there is any umerstatement or over- 
statement, it certainly can’t last longer thar. taree 
years; and, frankly, I don't think it is an overstate- 
ment, 

Q. Are there any other offsetting factors 
with the elimination of steam costs, which, perhaps, 
offset any overstatement that there is? 

A One of the difficulties, as you know, in 


trying to cost a movement that is partially moved by 
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steam and partially moved by diesel -- particularly when 
you are slowing the element of steam down -= is that 

yc. don't have accurate costs, or proper costs on the 
steam repairs, You generally attempt to run as much 
life out of them as you can before you get rid of them, 

Q. Without doing heavy repairs? 

A. Yes; so that tne reason we chose not to 
put steam in any proportion is that we had no estimate 
of what the costs would be, that we considered realistic, 

Now, I am aware that Canadian Pacific put in 


some steam and diesel bases and they used the actual 


expenditure in 1958. I feel they have understated it 
on the cost of moving grain. I believe Dr. Edwards 


introduced that yesterday in dealing with the area of 
conservatism. 

Q. And that is because, as I understand it, 
the steam fleet is not getting the same level of 
repair that it would otherwise get if it was going to he 
continued in operation? 

A. Yes: and I don't know when Canadian 
Pacific is going to be fully dieseized; but in our own 
particular case I was quite certain tnat we would be 
fully dieselized before tne hearings of this Commission 
were over. 

MR, CUMMING: We will trust that your diesel 
fleet won't be fully matured? 

COMMISSIONER ANSUCMB: How do you fix depre- 
ciation on a diesel car? 


THE WITNESS: I will have to check the 
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1 

; depreciation rate, It is 20 years for road and e5 

: for yard, I believe. You see, we are anticipating an 
i average age of ten years a diesel, If the average 

: diesel will last for twenty years then, when we are 

‘ fully dieselized and you have a mature fleet it would 

; be an average of ten years old, Our average at the 

: moment is 2.3 years, or, at least, it was that when we 
£ did the study; I presume it would be around three years 
# now. 

rr COMMISSIONER BALCH: And what about the cost 
» of repairs? 

13 THE WITNESS; The cost of repairs is going 
14 to be very drastic in the first three years, It goes 
45 up and levels off after the third. From three years 
ws to the tenth year there is a slight rise, but it is not 


17 Significant; and I understand, although we don't have 
experience on the Canadian National, from talking to 
some of the cost people in the United States that the 
20 costs then go up again after the tenth year <= go up 


drastically. But we didn't have experience internally 


zt 
22 and we made no allowance for what might happen. When 
23 we took the average age of the diesel from thre= to 


sayen years the average age of them was five years. Of 
course, it still reflects that there are a lot that are 
foursor five years old. 

MR, CUMMING: Qo I want to turn to just one 
small point in connection with solely relatedness, 

On page 35, Mr. Bandeen, in the second para- 


graph, under the heading "Maintenance? costs variable 
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1 
with the cost of solely related plant," and about the 
; fourth lines: 
3 
; "For each subdivision the cost of handling 
: the traffic while not on the subdivision was 
; taken at 50 per cent of the revenues for such 
: traffic. Thus 50 per cent of the revenue is 
é credited to the subdivision alone," 
9 What is the basis for the assumption that the cost of 
10 revenue should be divided between subdivision and main 
il line on that 50 per cent basi 
12 A, This is the procedure that is followed in 
13 cases before the Board of Transport Commissioners in 
14 abandonment procedure. 
45 Q. Is it just a rule-of=thumb, or does it 


16 have some real validity? 
A. It has some degree of validity. - 


Initially it was based on studies, However, if I re- 


member correctly Mr. Stenason in his evidence stated 
that they tested the validity of this assumption and 
found it to be satisfactory; and he has already stated 
that in his evidence. They tad some additional infor- 
mation on these western region branch lines of she 
Canadian Pacific which we didn't have in the Canadian 
National and they tested out the assumption of 
50 per cent and found it to be satisfactory. 

Q. Are you conducting any present studies 
into this? 

A. yes, we are; and we are doing costing on 


3% | 5G ater 
car movements of all branch line operations in the wester 
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region at the present moment, 

Q On the question of branch lines, do you 
think that the Canadian National could improve its 
position to a méasurable extent by abandoning a 
substantial portion of its solely-related lines? There 
are a lot of vague terms in that, Mr, Bandeen, 

A. Yes. This depends on the rate we are 
going to get for statutory grain. If the Commission 
rule we should get 23 cents a ton mile we could keep a 
lot of them going and in a healthy condition, but if 
the rule is that we were to retain the present half cent 
a ton mile there are several of the lines that would 
definitely become candidates for abandonment. 

As a matter of fact, at the moment we are 
trying to abandon, I believe it is, three in the pro-= 
vince of Manitoba, and it is before the Board at the 
moment, waiting for their decision. 

THE CHAIRMAN: What is the average maintenance 
eost per mile on these branch lines per year? 

THE WITNESS : I would have to go and doa. ., 

THE CHAIRMAN s Just a rough estimate. 


THE WITNESS : Well, I would say, just as a 


rule-of-thumb, about $2,000 per mile of traci.. That 
is very rough. It depends on the volume over it as 


well as the actual maintenance of track. 


As I understand from our regression analysis, 


what we attempted to do was to find a basic expenditur 
5 om pe Oe me || 
I believe the term "irreducible minimum expenditure 


has been bandied about a considerable amount, but what 


pate ale ig oe — sateremom te 
ees sides toute cobdequp vt, 0) iho 
& gitodhnsds ed ineaxe sidarueaant Set 7 nokt 1G 
ren?  tacatl betalez-ylelce e7f Le nok Reon 
nestias= ol tds nb egrteg suser to ‘tors 
> - 


Ste sw Stet ed? co sonsgeb Eazy » reed) oy aie my | re 


? A 
aoteataecd eff tl oie yroe@weede tot ajeg 09 gntog: q 


2 geo bisns su oii 09 a eee $9 tog bivosisa ow oft | 1 
Ti Sod .fotvibooas Wail aod: 5 mf Soe arikeg modd te gor ; 
imeo. tiga Indesrg sit. nieiet 93 atow ew: ans, ‘na slur eat “td 
\pivow fed? seis add to Leer S9o8 e065 sTed? efta- nod is 
| . rear sis set wosebitass emaned vlesiabted 
ere eK ay anor ats Se tas? To. 199sam 4 5A 1 
cig, eat ag ceadt af Jt sregied 2 sobaeds od aniysd. | 
efit 23. PtesH edi sroded ef ad ‘daa . dod tnaM tp ste 
okalineb atedy get aatétew, (daemon ‘ 
nfeossnians enawevs ot <i Sew MAMAIARD BHT 7 
tyeey Sq astill dtonexd easdd mo elim seq deoe | 
‘+ 8 Ch dns ae avec bitaw T ZEIMICW Aa? | 
eimmigan dedger 5 Jenny :"AMALABRD SHT 
2 36 tut, .yeo bivow I oiiewW (ZEeaMITW BHT. ¢ | f 
ea _ieet? YW slta asq, 000,52. tudde  omusit=to-eLet 
as 3I ~ovyo smyiov stv ge abasgeh gl. . tgnor-yisv Be : 
oat Te Sarcentibdeet arn lawios oft es Lie 1 
cceylate oolsestged io ome hestesirw I aA or a 
e@wtivreccs ofaso « BAER o? ‘saw O65 ad. betquetts ow: 
“succebneqee eure tor tal 3 a fda ine 


oe od. Tu eheee a 
Bee om. 
4 _ 7 > i =e 


~ ANGUS, STONEHOUSE & CO, LTD. Bandeen, Cr=ex 13195 
TORONTO, ONTARIO A ee 
(Cumming ) 


we were trying to find was expenditure per mile of 
track which was there just because the track. was 

also there, and then we tried to get a measurement 
that would reflect the increase in this maintenance 
which would occur from increase in volume, And when 


you say "What is the average for all of these 1ines?" 


I would have to know what the volume was for the line, 
But I would think that the $2,000 per mile of track is 
probably a fairly good estimate, I don't know whether 
tyevstinctudedvoverhead P22 + No, that would just 
be the variation in the maintenance cost on the actual 
branch line. 

MR. CUMMING: Q. As I recall Mr. Stenason's 
evidence, Mr. Bandeen, he indicated in answer to a 
question which the Chairman had asked him that if the 
railway were to receive a revenue of one cent a ton mile 
as they suggest they should for the movement of grain to 
export positions about three or four of the branch lines 


on Canadian Pacific would be profitable -- and there has 


peen an exhibit introduced today dealing with that peers 
I had asked some further questions on it. 

Ie Canadian National in about the sam posi- 
tion? 

A. we haven't studied it to that extent ance 
come back and repriced the grain movement. 

I would say, offhand, that we wouldn't be in 
the same position. I would think we would have more of 
these lines which would still be uneconomic even at one 


cent: and I think this would be reflected ‘--"1t has been 
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reflected -- in our request for abandonment in the 
western region: and we certainly would NEVED « «4 

THE CHAIRMAN: Can you identify these branch 
lines now? 

THE WITNESS: Not at the moment, 

MR, CUMMING: Q. “So that with some further 
study you could develop the sort of information that is 
set out in Exhibit 1449 

Be yes, we could identify them in the same 
fashion as the C.P.R. has them, 

Is that a request for information? 

MR. CUMMING; yes. 

Mr. Chairman, I just have one more matter to 
deal with. Perhaps we could deal with that. It is 
in connection with the application of constant costs. 

THE CHAIRMAN: Yes. 

MR, CUMMING: Q. Constant costs have been 
allocated to the study traffic on the basis of ratio 
of the variable expense to the study traffic to 
variable system freight expense? 

A. yes. 

Qo I wonder if you could tell us {1st what 
are the criteria by which a method of allocating scneeaa 
cost is charged? 

a Well, I believe Dr. Edwards has already 


- 2 4 


on the record stated that there are several 


nt , for ocati constant 
that have been used in the past for allocating econstan 
cost. 


ed 


The ICC, as I understand it, previously us 


| > -tteetiogt eft 28 Jo ; i 
D meHdRK onde. wire Ysi2 0B | 9: + OMTHNUD Ye 
‘at anes notgseve tat to doa Sct qetewsb Siien: oly bude 

rule td ett nt due gee 
einRe <c10 at werkt yataneb. . bives- ey ,2ey ike ; Seay 
mont &an fi. 4. Sed? en” moana ; 
Tao. SY RawO GAL. OF seoupen stadt BE) i 
oY <2MIMMUD .AM | - ba 4 
Of. ustiar oiar Sav ay be tautt ROE ESAD | | 
eh dt . deed widtw teen bines ew aqsrret .tidtw f8eD- 
sateen snetedos PO aed teol Lage — aitw Bolsosanas: at ; 
acy SMAMEDAND THD fa Sits a 
qQeed svar eiaoo Gaetano wf :DUIMMUD (AM = = b/ 

ofgey in otead #2 ne etTiess ybuite. ott Gd betsoolis 

od  itiewt Yaote ed? of sansgxs sldstisy sit 16 
| Peanayxs idagtert meseya eidsitav 

sev - A | 

tady 7) ¢ eu List Bivos wey 4t tobe TI 836 

Le72n%9 sf) seol Yo Boddsm & dotiw yd stvertzo ond ene 
Whantslo et teag 
ybeo le 240) ebrewha OQ epetied DP ifow LA 


eto item (averes Gee Saaeht oat hedate broodt edd ne 


$rsinice go: ieoolls eo? seg sneak Gan) meer 
7 : 


, 
aaa 4 eat vii. he 


i PAG \ i es 


* ANGUS. STONEHOUSE & CO. LTD. Bandeen, cer-ex 13197 
scald (Cumming ) 

the method that we have in our studies, but gave this 

up in favour of a ton-and-ton mile apportionment which 

they felt was a better apportionment -- at least, A 

assume that they thought it was a better apportionment, 

Q. Did you consider using this method in 
your cost study? 

A. We did not in the Canadian National 
consider using that method in this cost study. 

Q. Did you consider using any methed other 
than the one you ultimately chose? 

A. Well, I think that earlier you were 
asking me the use of total cost as stated by Canadian 
National Railways, and I think I indicated to you that 
we didn't normally use this procedure internally; and 
the only reason that we had put forward a total cost 
in this study was because we realized the significance 
that is attached to it by people outside of the 
railways, or outside of Canadian National Railways; 
and that we put it forward for whatever use the 
individual evaluating the study wanted to make of it. 
In so doing we accepted this method partially, 2 
not mainly, because it gave the lowest allocat*on 
of total cost to grain. 

As Dr. Edwards explained to us yesterday, by 
using the per cent of variable cost metnod of cistri- 
bution of constant cost you give heavy-loading com= 
modities a lower proportion of the constant cost than 
I felt was justified and, I believe, the Icc felt was 


justified. However, in our effort not to overs state, or 
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appear to be misleading, we selected the metnod that 


gave the lowest constant cost apportionment. 
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Qo The other method -- that is, the Icc 
method -- it might be suggested would penalize the 
heavy loading? | 

A. I have no idea, I ieiteve ube reason 
they switched from the per cent of variable cost to 
the ton and ton-mile basis was because they felt it 
gave a better and more accurate statement of the 
constant cost. If this was so, they would not feel 
that this penalized the heavy loaders. What they 
felt before was that the heavy loaders were getting a 
free load at the expense of the light loading traffic. 
This, I believe, was the basis for their change in 
method. I would not say the ICC method would penalize 
grain. I would say the method we have used now penalize 
the light loading commodity. | 

Q. On the other hand, I suppose there 
could be some justification for a weighting of the 
distribution of constant cost as against light loading 
on the ground that, generally, light loading traffic 
is the more valuable. Would that support it? 

A. Thatis a generalization I would want to 
study. It is possible, but I think -- and Dr. Edwards 
ean correct me on this -- I think the feeling was that 
this ton and ton-mile reflected more accurately the 
volume of work connected with the particular movement, 
and there was not a consideration of the value of the 
commodity being moved. Although, I don't know, 


frankly. 


MR. CUMMING: ‘hat concludes what I have, 
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(Cumming ) 


Mr. Chairman. 
THE CHAIRMAN: We will adjourn now 


te> o'clock: 


---Luncheon Adjournment. 
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ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO 


Bandeen, cr-ex 13201 
(Mauro ) 


---On resuming at 2.00 p.m. 


THE CHAIRMAN: Order, please. Mr. Mauro? 


MR. MAURO: Thank you, sir. 


CROSS-EXAMINATION BY MR. MAURO: 

Q. Mr. Bandeen, from your evidence it would 
appear that your study was prepared on the basis of 
separate subdivisions; is that correct? The 
information was collected initially en the subdivision 
level. 

A. That is correct, most of the information. 
Some of the data on crews’ wages comes on a grain run 
basis, which doesn't necessarily coincide with the 
subdivision. 

Q. I would assume, therefore, Mr. Bandeen, 
that you have the data on the cost of moving grain from 
Winnipeg to Fort William and the cost of moving grain 
from Calgary to Vancouver. 

A. I have never separated it in that fashion. 
We would have very little cost from Calgary to 
Vancouver. 

Qo Or Prince Rupert? 

A. I think Edmonton to Vancouver would be 
more correct. What we did initially was to try to 
rand the number of cars toaded by subdivision and 
then the ton-miles, the ton-miles and the gross car- 
miles by subdivision, and then we added itto the whole 
of the Western region, and it was after that that we 


priced it. So in order to give you the cost between 
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ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13202 


(Mauro ) 
1 
, Winnipeg and Fort William, we would have to go back and 
: group those subdivisions and price them. 
; Q. In your intensive investigation into 
, the costing of the grain movement, would you tell the 
: Commission, comparatively speaking, the cost of move- 
, ment from Winnipeg to Fort William as opposed to move- 
8 ment to the West Coast? 
9 A. You mean was there a higher cost? 
10 Q. Yes, for moving grain to the West Coast 
rr than to Fort William. 
12 A. Well, there would be a higher cost with 
13 train crews and possibiy fuel going to the west. 
14 Qe Now, you agree, then, that there is no 
15 apparent reason, outside of the extra distance, that 
16 you would have additional car-days. I know the car 


17 cycle is longer to Fort William, but the average haul 


is longer also. Your Exhibit 57Y under car cycle 


18 
19 days is considerable to the Lakehead, 24 days; Vancouver 
20 39, direct and milled in transit; to the Lakehead 25 


1 days and to Vancouver 40 days. 
22 A. If I could find the average haul for 
you at those two places. Offhand, it is about 900 miles 
to the Lakehead and over 3 thousand to Vancouver, but I 
think we have the actual figures. 

Q. Are you suggesting that 200 more miles 
or 300 more miles account for the increase in the car 
cycle days, an increase from 24 days to 39 days? 


A. IT am afraid I would have to study the 


way it has occurred, whether it occurred at the country 
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(Mauro ) 

origin and the empty car miles or days. It might be 

more at the unloading at Vancouver. I don't know, 

frankly, where it occurred. What you are interested 

in is the in transit time loaded. 

Q. I am interested in any additional cost 
factors involved in moving grain to the West Coast 
as opposed to the movement of erain to Fort Willian. 

A. I have the average haul figures. 

To the Lakehead it is 824 miles, to Vancouver it is 
1,021 miles, to Victoria it is 1,110 miles, to Prince 
Rupert it is 1,044 miles. 

Q. So approximately 200 miles, additional 
mileage? 

A. Yes. 

Q. Now, I asked this question of Mr. 
Stenason and also Dr. Edwards, this matter of grain 
moving in train loads. You recall tne quotation I 
read in from the evidence of Mr. Arkie that grain 
moving from Winnipeg to Fort William moves virtually -- 
not completely in solid train loais but virtually in 
selid train loads. I wonder if you could teil us the 
experience of the C.N.R. 

A. I think we would »e in full agreement 
with that statement. As I menvivioned alreacy this 
morning, we have a different set-up than Canadian 
Pacific, and where the Canacian Pacific main line is 
going east through the Lakehead, ours is not. Move- 
ments from Winnipeg going east go along the norch line 


and take the cut-off at Nakina. So the movemen® to the 
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ANGUS, STONEHOUSE & CO. LTD. 


sce ea aba bop Bandeen, cr-ex 13204, 
(Mauro ) 
1 
i Lakehead is traffic that is largely terminated at the 
3 Lakehead, and I understand 80 per cent of the grain is -~ 
A this doesn’t mean that they are ail grain, there could 
‘ be a carload of something else there, but 80 per cent 
6 of it is grain, and to a large extent some of our 
7 manifest trains -- one of them is largely grain. 
8 But if you take 80 per cent of the grain moving in 
9 solid trains, you would be fairly close. This is 
10 from Winnipeg to the Lakehead? 
11 Qe Yes. So that Mr. Stenason disagrees 


12 with the statement of Mr. Arkle, but you would tend 


13 to corroborate that in the C.NRR. they are virtually 


14 in solid train loads. 

15 A. Yes. Ours is not the main line going 
16 east. 

17 | Qe So it is not 100 cars out of 100, but 


18 virtually it is. 


19 A. Yes; there could be odd cars in there. 
20 Q. At page 2193, Mr.Bandeen, of the 

a transcript, Volume 16, you were discussing this 

22 matter of the fact that you used a fully-dieselized 
23 operation. The actua] statement is: 

24 "We have used a fully-dieselized operation, 
25 "and the way freight service was used only 
26 "to check our other data." 

27 My question was: if you had used part- 

28 diesel and part-steam, I assume this would have resuited 
29 in increased cost. Is my assumption correct? 

30 A. Yes, because it would have -- if it 
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(Mauro) 


didn't result in increased costs, we would have been 


rather remiss in continuing to order diesels, because 


we made the assumption that the diesels were at 
the mature repair level. Under our conditions it would 
have resulted in increased costs, 


Q. The C.P.R. used part steam and part 


diesel? 

A. Yes, but I think they underestimated 
their steam repairs. 

Q. What about the hauling capacity and the 


unit cost of tne diesel operation as opposed to the 


steam operation? I presume the diesel is a more econcriie 
method, more efficient method of hauling grain. 

A. It is a more efficient method, particularily 
in main line operations. Now, on branch lines where 
you are running way freights economy is not as great 
as it would be on the main line with the manifest and 
drag trains, 

Qe You mention in your evidence: 

"A field study was conducted to ascertzin 

"She normal routing of Crow's Nest erain 

"between country elevators and des* ination, 

"the kind and frequency of service, and the 

"elass of power used. Each Division 

"Superintendent's office was visited and 

"precise information was obtained fivm the 

"Division's Chief Dispatcher. This infor- 


"mation was recorded on a form designed for 


"this purpose. Chief among the several uses 
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"of this form was the determining of ton- 

"miles and car-miles." 

A. That is correct. 

Qe Now, if it becomes convenient for 
railway management to route grain by other than short 
line mileage, if it was convenient -- and I have no 
evidence of this -- then I would assume this would 
result in increased cost chargeable to grain. 

A. No, I rather doubt that, because the 
Operating Department selects the routing that they 
are going to have the grain follow in an attempt to 
minimize their operating expenses, and if they chose a 
routing which was other than a direct routing on the 
Canadian National system, then the reason for this 
would be that they would be anticipating lower costs. 
So we would reflect these lower costs in the study 
as we have done it, and I would think that if we were 
to change the routing we would in all probability 
increase the cost. In other words, if we were to take 
other than the routing that the Overating Deparcwent 


~~ be -o , 


now uses, I would assume that ovr costs, if thoy cic 


Q. Are you suggesting thai “. cack anc 6V¥scy 
case what you have described as normal routings are, 
in fact, the short mileage routings? 

A. Actually in most cases they are. My 


ur, rea red 
“3§ 


advice is’ that they are the short mileage routings, 
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ANGUS, STONEHOUSE & CO. LTD 


a oe Bandeen, er-ex 13207 
(Mauro ) 
unless there is some other reason, extenuating cir- 
cumstances, they would take the short line movement. 
i believe in your cross-examination of Mr. Stenason 
they had an example where they selected a relatively 
longer routing in order to get the train to the line 
to take advantage of the larger tonnage trains as 
rapidly as possible, but this would be a case where 
the Operating Department had chosen to send it by a 
slightly longer route. 

Q. By taking the longer route than the 
shortest --- 

A. You would get an increase in ton-miles. 

Qo And car-miles? 

A, Yes. 

Q. Now, it may be compensated for under 
wages and fuel, but under that factor there would be an 
increase charged to grain. 

A, Correct. 

Q. Then at page 2,200 of the same volume 
you says 

"As a concession to the shiprer, grain may 

"be moved so the mill at the local mileage 

"rate where this is less than the Crow's Nest 

"through rate." 

I was intrigued with the statement that "As 
a concession to the shipper, grain may be moved to 
the mill at the local mileage rate where this is less 
than the Crow's Nest through rate." How does the 


shipper benefit from this” If the local rate is 
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Bandeen, «r-e3 13208 
(Mauro ) 


1 

5 lower than Crow from any point in Manitoba to Winnipeg, 
; that is no concession by the railway; it dsia 

; published tariff. 

: A. No, the point is -- we will take your 

z example of somebody shipping from, let's say, relatively 
y near to Winnipeg and the final destination is going to 

P be the Lakehead, So they ship their cars and it is 

9 stopped at Winnipeg for milling in transit. Ordinarily 
10 they would pay the statutory rate to the Lakehead. 

11 If, however, the local domestic rate to Winnipeg was 

12 lower than the through rate to the Lakehead, *hey would 


13 pay the local domestic rate, and it is made up when 
the final shipment is sent. Now, that would appiy to 
15 a shipper that was located close to tne mill,and if he 
16 was located close to a mill but a long distance from 
17 an export position, it is conceivable that the pric¢ 


do 2 


18 he would vay for moving grain to export position would 


19 be higher than the local rate to the nill. So ne ras 


20 a choice of collecting the local rate, and then when 


21 it is shipped ovt to the export position the 1al.war 
22 collects the difference between the local rave 22 he 


23 paid and the through rate which is ac statutemy vel. 
24 So he doesn't in reality have to way the leca. “ate on 
25 any part of the movement; it is just that het not 
26 allowed to pay the through rate on any insSsanse. 

27 Q. A tariff is not a concession, it it? 

28 A. I didn't mean it in tnat sense ¢* the 
29 word, It is just not always done in thac fashion. 


30 Q. He has a right to it by published tarirr. 
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= fests Srommeoumec’ ® Banden, er-ex 13209 
(Mauro ) 

1 
: A. Oh, there is no question to that at ALL 
: Q. Now, I notice at page 2217 you were 
A referring to the total number of all car-days consumed 
s by Crow's Nest traffic during the year 1958 was 3,547,084 
; "This total was derived by multiplying the 
; "ear cycle for each grain terminal by the 
3 "total number of cars delivered to the 
A "terminal," | 
e That apparently works out to one trip per 26.8 days 
1 at about 13 trips per year. You have a full utiliza- 
12 tion of box cars in the movement of statutory grain 


13 which results in getting something better than one trip 
per month out of your box cars. 


Bh» That is correct. The average was 26.& 


days, and that included the empty movement as well as 


the loaded. 

Qo And you referred to the cycle, the 
car day cycle between Winnipeg and Fort William. My 
question is that the inclusion of Vancouver movements 
has, in fact, increased the car days charged to grain 
moving to Fort William because you have bulkec every- 
thing together on average. 

A. Well, if we were pricing the movement to 
Fort William alone, we would take the car cycle on 
that movement, but taking the average maves no 
difference. If you wanted the cost of ell tne grain 
terminating at Fort William, then we would have to is.t¢ 


the Fort William cycle, but taking a weighted average, 


it is reflected in its proper proportion. 
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5 ANGUS, STONEHOUSE & CO. LTD. x 
Pea arate Bandeen, er-ex 15210 


(Mauro ) 
Qe I represent the Province of Manitoba 
and I am particularly interested in the marenen: of 
grain to Fort William, and I am siceesting thet sl 
you had costed the movement of grain from Manitoba 
points to Fort William as opposed to movements to 
Vancouver, the costs would be less from Winnipeg and 
Manitoba points to Fort William tnan from points to 
the West Coast. 

A. I believe their revenue would be a good 
deal less also, and I believe -- if you are talking 
now about total costs, or are you talking about cost 
per ton-mile? 

Qo I am talking about cost per ton-mile 
and variable cost. 

A. I have no reason to believe, unless I 
did a study, that the cost to Fort William would be 
lower per ton-mile than it is to Vancouver. I would 
have to sit down and study the traffic in that 
particuls: light, and we just haven't done that. 

ap There is no question that a 40-day 
cyele as opposed to a 24-day cycle would resuic in an 
increased cost. 

A. You have to look at the lengtn of haul 
here. 

Qo We granted you 200 miles advitional 
length of haul, and the distance is there. 

A. { would say that it appears from that 
that there would be a higher cost per ton-miie to 


Vancouver than to the Lakehead, per ton-mile, but again 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Bandeen, Cr— CX 13211 
(Mauro ) 


I have nothing definite to go on and I would have to 


run a study. 


(Page 13221 follows. ) 
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ANGUS, STONEHOUSE & CO. LTD. Bandeéen, er-ex 1 22] 2 
TORONTO, ONTARIO f \ Siliee 
oa eee 


(PERM L SF 
Q. you have not any doubts that you do not 
carry as many loadedcars of grain with a single dlesel 
unit through the mountains as you do from Winnipeg to 
Fort William? 

A. No, you are quite right jctee point, 
but again, I would, before making a definite statement, 
I would want to check it, I think there is the possi- 
bility what you say is correct. 

Q. And the trains move in solid trainloads, 
you told us, about 80 per cent, at least, from Fort 
William to Winnipeg? Do they move in golid trainloads 
to Vancouver? 

A. No, we have ro information on the numbers 
that move in what might be called solid grain trains 
from Edmonton to Vancouver, but I would assume that it 
would be a much smaller percentage of solid grain trains 
from Edmonton to Vancouver. 

MR, FRAWLEY : The train would be heavier, 
would it not, heavier from Alberta going west, got 
all that oil in 16? 

THE WilNiSS: The other thing, I belleve 


there is some grain sent from Minnesota out co the 


west coast as well. it does not all go through the 
lakenead,. I think there are special gvades, and what 
not. 
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MR, MAURO: Q. And there i 
grain tiiat goes to the lakehead % 
As Quite rignt. 


Q. Page 2232, at the bottom of the page: 
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ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 
TORONTO, ONTARIO 


(Mauro ) 
1 
"Number of trains by train run: To 
3 determine the number of trains by train run 
4 related to the study traffic an exenaee tee 
5 had to be made separately of the number of 
6 way freight trains and through freight trains 
7 operated in western Canada," 


8 Now, as I understand this procedure, tne number or Car. 

9 loads, the number of way freight trains reouired to 

10 handle grain, was computed for each train run as the 

11 ratio of total grain car loading to total carloads 

12 originated and terminated, multiplied by the total number 


13 of way freight trains operated on such run during the 


14| year 1958? 


15 A. that .s-correct. 
16 Q. Now, if from Rapid City to Winnipeg you 


17 operated 52 runs per year --- 


18 A, I don't think that is a tr: 


(9 
fo 
= 
e 
< 
mee 
n 
fe: 


19 I just check and see whether it is or not? 


20 Q. We will give you che train run, 

21 A. I am informed that ir that particular #6: 
22 tne train run would be just on the Rapid City == rom 
23 Neepawa to, is it, Papid City, EDR EO, Eee vats 

24 0. There is Haliboro, Beulah, trains 583-5¢c4 
25 on that particular run, Mr. Landeen. If there were 


fas 


26] 52 runs per year ond there were 50C cars cf grain anda 
27|| 500 cars of other traffic, you would charge grain with 
28] 26 train runs; is that correct? 

29 - Tnat is correct, There is 500 cars of 


30 other traffic terminating and origineting, yes. 
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ANGUS, STONEHOUSE & CO. LTD. (3 Ex Pras by 
TORONTO, ONTARIO PRAASen, R lc 132] i 
(Mauro } 


1 

; Q. Yet the grain could have been carried 

5 in six trainloads, § The 500 cars of grain did not 

: require 26 train runs to move it? 

; A. You mean in other words you would want us 
6 to take trains in and cars back to have them loaded 

: and run five trains a year, ao that a car might sit in 
3 there for as much asfour months whik we were waiting 

9 for another train to come along? 

10 Q. No. First of all, of course, the grain 
11 ean sit, but what I am suggesting to you, it is as 

12 fair a method as your method of allocating train runs 
13 by the total number of carloads of grain as a ratio of 
14 the total carloads and charge grain with 26 train runs 
15 when there were 500 carloads of grain? 

16 A, No, I cannot see that that method would 
17 produce any type of reasonable costing. The number of 
18 trains that are run there are determined by tne opera] 
19 ting department, and the frequency of service is deter- 
20 mined by the operating department. 

4 If we were only to run five trains a year to 
22 collect the grain, then some of the traffic -- you 

23 realize this is less than one train for every two 

24 months, so a car could very easily nave to cit there 

25 for sixty days, and the car cycle tnat we dave peen 

26 discussing previously would sky-rocket, 28 would Sa¢ 

27 cost of investment and all of the things associated 

28 with a car being tied up for two months. 

29 Q. Now, on these scheduled runs, Mr. 


30 Bandeen, I discussed with Mr. Stenason and Dr.Edwards 
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ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-« 
TORONTO, ONTARIO R - 


(Mauro ) 


1 

A the constant or fixed costs that should be associated 
with scheduled runs, and both Mr, Stenason and Dr. 

ji Edwards told me that in their opinion they were 160 

j per cent variable, as you people have submitted in 

, your study, and I think Dr. Fdwards told me that two 

» or three or four times a year the operating branch of 
3 the railway takes a look at this situation and read- 

9 justs the schedule; is that correct? 

10 Ore They de it ever more often than that, 
1 but they have a formal, I think it is called, change of 
12 ecard in the spring and in the fali. 

13 Q. I havé before mé here an exhibit of the 
14 Canadian National Railways submitted a few weeks ago 
15 in Brandon on the application for abandonment cf the 
16 Rapid City subdivision from Hal.coro to Beulah, It is 
17 your exhibit No, 2, and it involved train 583 which 

18 leaves Hallboro at eleven o'clock Wednesday morning 

19 and comes back to Beulah, arrives in Beulah Wednesday 
20 evening, It leaves Beulah Thursday evening and comes 
21 back to Hallboro Thursday evering -- that is 5.40, 

09) must be Thursday morning it arrives back. It is one 
23 way up on Wednesday, comes back on Thursday == scheduled 
24 run, 104 rune in 195¢. 

25 MR, TRAWLEY: Maybe it comes pack to Beulah 


26 on Saturday. 


ay MRP AUROs On Thursd2;. Do you want to gs 
28 on that? 
29 Q Here are the numbers of the average loade 
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ANGUS, STONEHOUSE & Co. LTD. Pandeen, cr=-ex 12216 


TORONTO, ONTARIO (Mauro ) 
1 
January 63 cars per train 

2 

; February 6 cars per train 

: March 6.4 cars per train 

: April 7.5 cars per train 

; May 25.5 cars per train 

: June 25.5 cars per train 

; July lo cars per train 

; August 4.j ears per train 

* September 2.9 cars per train 

5 October G.6 cars per train 

12 November 9.1 cars per train 

13 December 5.{ loaded cars per train 

a or an annual 1l2-months! average of ten cars per train 

15 On -aaseneduled run: 

16 Now, are you telling this Commission that on 
7 the Hallboro-Beulah run there were no fixed eosts, that 
18 those train runs were 100 pér cent variable on fuel and 
19 erew wages with the movement of grain? 

20 A. Yes, I am, “ir. Mauro: i thini that 

a1 you must realize that the railway cannot cnange schedule 
99 from aay to day or month to month. 

3 Q. Give us the changes in 1953? 

94 A. I don't have the changes in 19£3 with :z«. 
25 That would be something that we would have to find for 
6 you, I have a little note on the variabiiity of 

07 trains that may be of benefit to you which sets out 
28 the Canadian National's position in that respect. 


Q. Before you read that, I will put on the 


29 4 


30 other one and it is in the same volume. 
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“ ANGUS, STONEHOUSE & Co. LTD. Bandeen, cr-ex 13217 
TORONTO. ONTARIO (Mauro ) ~ 
A, I am sorry, I was not able to find the 
figures you were giving. I don't know, maybe we have 
a different exhibit, 
Q. It is your exhibit, 
A. yes, but maybe I haven't found the one 
you.are referring’ toy 
Qe You can look at it and I will read this 
other one in and you can look at it. This is your 
Exhibit No, 2 in the application for the abandonment 
of the subdivision from Greenway to 
Deloraine, carload movement by months, average loaded 
Care per train. 
By the way, this is scheduled train No. 547= 
543 and leaves Greenway on Wednesday to Deloraine; 


leaves Deloraine on Thursday back to Greenway: 


January 3 cars per train 
February 3 cars per train 
March 1 car per train 

April 4.5 cars per train 
May 19 cars per train 
June 23 cars per train 
July 5 cars per train 
August 3 cars per train 
September O79 (dare == 


a really big month, although there were two trains less 


per week == 
October 8 cars per train 
November 8 cars per train 


December 4 cars per train 
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“ANGUS. STONEHOUSE & Co. LTD. Bandeen, cr-ex 13218 
O 


TORONTO. ONTARIO (Mauro ) 
1 

: -- for an annual average of seven loaded cars per train, 
‘ yet, Mr. Bandeen, you tell us that there are no fixed 
: charges or constant costs in those train schedules, 

but it is 100 per cent for fuel and crew wages to 

4 grain? 

6 

: A. It is variable over time, Mr, Mauro, 

, We do not say: "Look, last week, you see, they only 
; had two cars, so therefore we cut off the schedule." 
‘0 THE CHAIRMAN: Mr, Mauro, on those two 

fi abandonments, was there strenuous objection to the 

1D abandonment? 

13 MR. MAURO: As a matter of fact, I do not 
14 want to give some of the evidence, but I can say that 
15 the Manitoba Farmers' Union requested as-required 

16 service, and what I was really bringing out, we 

7 heard about these constant adjustments, and I wanted 
18 to know what the constant adjustments were. 

19 A. We have a situation in way freights in 
20 the western region of Canadian National, and 

21 

29 a minimum service of one train a week in each direction 
93 on other than transcontinental and secondary .sain 

04 lines. However, with the advent of better roads in 
25 the west, alternative means of sérvice have been 

26 available to the communities involved and this minimum 
27 service standard is no longer effective. 
28 On the variability of trains, the respon~ 
29 sibility for the efficient movement of traffic falls 


m Paap +494 
30 on the operating department. Henee manifest trains, 
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“ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 4201: 
TORONTO. ONTARIO (Mauro ) 

although shown in the schedules of fast freight trains 

as operating with a certain frequency, are operated 

only when there is sufficient traffic available to 

warrant their operation. 

Q. Could I just interject on that because 
it is meaningful to me, that "warrant their operation" 
-~- that is twice weekly rungs? 

A, That is our way freights, I am sorry. 

Q. The scheduled runs, are they not? 

A. But they are way freight trains, not 
manifests. Il am not sure they are scheduled, I 
guess they are. 

Q. They are scheduled trains, they are 
scheduled? 

A. I am talking of manifest at the moment, 

It is noted that over the years there 
have been quite considerable fluctuations in the opera- 
tion of freight trains. On the transcontinental main 
line they have varied from one train a day up to two 
to four fast freights plus several drags per day. On 
the secondary main lines, i.e. Calgary - Edmcenton, 
Winnipeg = Regina = Moosejaw, Winnipeg = Dauphin = 
Humboldt, and Winnipeg = Port Arthur = Duluth, they 
have varied from 5 or 6 day a week service up to one 
or two fast freights plus drags per day. The 
lowest point reached was during the depression of 
the 1930's. 

The growth of trains into a fast freignt 


category follows a fairly fixed pattern. After the 
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“ ANGus. s 
TONEHOUSE & Co. LTD. Bandeen, cr-ex 13220 


TORONTO, ONTARIO 


(Mauro ) 
1 
traffic has caused drag freights to be operated weth a 

: certain frequency for a sufficient length of time to 

1 form a consistent pattern, i.e., at least once a day, 

5 at least twice a dat, etc. then a fast freight service 

6 is shown, 

7 In addition to this, when the volume of mani- 

8 fest carload traffic is sufficient, certainof these 

9 so-called fast freights will be allowed a Ra ee 

10 in volume per train to permit a better delivery per- 
11 formance, 

12 For way freight service, there was until 

13 recent years a minimum service of one train a week in 
14 each direction on other than transcontinental and 
a secondary main lines, However, with the advent of 

16 better roads in the west, alternative means of service 
17 have been available to the communities involved and 

18 this minimum service standard is no longer effective. 
19 The difference between the various types of 
20 trains, speed freight, drag freight, and way freight 
21 (we could add passenger also) is in the length of time 
22 required to change their operation to suit different 


traffic conditions. Drag frefghts have an immediate 
adjustment, speed freights and way freights somewhat 


slower say up to six months, and passenger trains 


6 


considerably longer. In connection with the speed 


freights there is often an apparent lag in adjuste 


ment that is not real. This, is because of the lag 


in revising the speed freight schedules issued to 


the Traffic Department although the trains are actualiy 
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* aANGus, STONEHOUSE & Co. LTD, Bandeen, er-ex 13221 
_ ONTARIO (Mauro ) 
operating on a new schedule considerably in advance 
of the publication of the schedules, 
Q. Thank you very much for that, Mr. Bandeen| 
and we will go back now to these two matters that 
appear in your cost study. 


Be yes, I have just been handed a note 


saying that the subdivision which you aa 
to, of the 730 cars that came out in 1958 and went in, 
terminating and originating, 602 of those were grain. 


Q. Exactly, it is 90 per cent grain? 


A. And of the 1,079 cars originating or 
terminating, 955 of them were grain, 

Q. I think it was 910 to 955 -- that is 
exactly my point. 

A. You claim these train runs are variable 
with grain? Scheduled trains two runs a week, variable 


with grain? Why does grain require two runs a week? 


Q. I am not arguing the point. This is 
the point I am making, that where you have scheduled 
train runs, instead of being operated on an as-required 
basis, my question was, did you have a fixed sost in 
there? Grain did not require two runs a week. 

A. Wait till I =-- 

COMMISSIONER GOBEIL: Mr, Mauro, is there 
a direct loss in the cases where service is just as 
required? 

MR, MAURO: As-required service, yes, they 
Bre. Commission Gobeil. We just sort of worked this 


out this morning because it was familiar to us with 
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“ ANGus. STeNSHOUSH & co: UtD: Bandeen, er-ex 13200 
eee (Mauro ) ; 
the abandonment in Manitoba, but this is the sort of 
thing that arose from my discussion with both Mr, 
Stenason and Dr. Edwards, that where they have 
scheduled train runs, tc suggest that those scheduled 
train runs are 100 per cent variable as to fuel and 
crew wages with grain -- grain did not require 
that those trains run two runs a week to pick up and 
get three cars and 0.9 cars. 

A. Are you indicating that if grain had 
not been there we would have still run those trains? 

Q. I am suggesting to you, Mr. Bandeen, 
that for whatever reason management came to the de- 
cision that they wanted to operate the train on every 
Wednesday to Hallboro and every Thursday to Beulah, and 
every Wednesday to Greenway and every Thursday to 
Deloraine, is management's decision, but that it was 
not required to pick up four or five or six cars of 
grain? 

A. But this is something I am afraid we 
have to leave to the operating department and the 
management of the railways, and how they best see fit 
to pick up the grain. 

There could be no suggestion, no doubt in 
my mind, sir, that any of those trains that are run 
are there for any other reason than grain, and I would 
say that, if anything, we have been conservative in not 
charging the full cost to it, because when some par= 
ticular type of traffic makes 155 cars out of 1000, 


I do not think there would pe no traffic there even if 
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* ANGUS. STONEHOUSE & CO. LTD. Bandeen, cer-ex 13223 


TORONTO. ONTARIO 


(Mauro ) 
there were no grain, 

Q. Mr. Bandeen, obviously you have certainly 
macsed my point in that question, I am not arguing 
that the trains were necessary for moving 955 cars and 
to the extent of the cost that you might come to the 707 


clusion that, it being 90 per cent of the traffic, it 


should pay 90 per cent of the cost, What I am sugges- 


ting --- 

A, You agree with that, do you? 

Q. That your costs are inflated because all 
of the scheduled trains were not necessary to move the 
study traffic. 

A. That is a problem that I am afraid I 
would not enter into a discussim with you on, because 
the operating department is the one that schedules 
trains and they decide what is necessary for operating 
purposes for the convenience of the shippers to comply 
with Orders of the Board of Grain Commissioners and 
the other considerations that go into how often a 


train is to run, 


THE CHAIRMAN: How many trains were suggested 
on the as-required basis? 

MR, MAURO: I have no idea, Mr. Chairman. 
It may be now that the transcript on those abandonmer.t 
applicaticns might be available and it would be ascér- 


tainable. 


COMMISSIONER ANSCOMB: There would have to 


<7 2 


be a minimum of other traffic, wouldn't there? You 


could not ring up and say: "T want a train to move 4 


carload of grain." 
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~ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO, ONTARIO i Bandeen, Ccr-e€x 13224 


(Mauro ) 
THE CHAIRMAN: We have got to realize you 
cannot have your cake and eat it too, 

MR, MAURO: No, sirs no one is more aware of 
that than I am, I just think it is rather important, 
when one starts talking about no fixed costs on any 
of these scheduled runs, because they will adjust them, 
etc., that there are examples where trains have been 
operated because the railway comes to the conclusion 
that they should operate trains; but I suggest that it 
is completely unjust to charge as 100 per cent into 
the fuel and crew wages. 

THE CHAIRMAN: If you have that figure for 
maintenance alone on that branchline as given by Mr. 
Bandeen this morning, actual charge for maintenance, 
the branch line is certainly run at a loss, that par- 
ticular one, with that traffic. 

MR. MAURO: Yes, the loss would be less if 
they had less trains operating. 

THE CHAIRMAN: I see your point. 

THE WITNESS : I am just a little unclear what 
your questioning is. you are questioning here the 
ability of the operating department to operate, 

THE CHAIRMAN: What he is questioning, Mr. 


Bandeen, is the railway keeping scheduled trains on, 
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“ ANGUS, STONEHOUSE & CO. LTD. 
TORONTO. ONTARIO Bandeen, Cr-@x 13225 


(Mauro ) 


Q. Now, Mr. Bandeen ... 

A, This is an attempt to evaluate it. 

I assume that for whatever reason they left it in, they 
had good and proper reasons for it. However, I am not 
in the Operating Department. . 

COMMISSIONER ANSCOMB: Your task is simply 
costing? 

THE WITNESS: Our task is simply to oe 
the operation ay it occurrg, and I assume that the 
Operating Department is operating as efficiently as 
possible, taking all circumstances into consideration, 
and I feel that in Canadian National they are doing 
this and I wouldn't be critical of them in the fashion 
that Mr. Mauro has until I had knowledge of all the 
reasons why. | 

MR. MAURO: Q. That is why this Commission 
is here, and my sole purpose is to try and throw some 
light on these decisions that the costing experts have 
arrived at, that even scheduled trains run at an 
expense of 100 variable particularly aste fuel and 
crew wages. 

A. Now, actually, I would say that in 
particular cases they should be 110 per cent. But as 
to the efficiency of operating trains in these 


particular subdivisions, that is a matter that the 


Operating Department would have to discuss with you; 


and I believe -- and Mr. McDonald can correct me on 
this -- there will be an Operating Department witness 


later on in the railways' case who would be able to 
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ANGUS, STONEHOUSE & CO. LTD. 13299 
TORONTO, ONTARIO Bandeen, cr-e€x paca 


(Mauro ) 


ON 


answer that question for you. 

Q. You are a costing expert; put to the 
extent that scheduled trains run and you o,. one on 
Brain ersit iG 4. 

A, It isn't very difficult to study grain 
Since grain makes up 90 per cent of the total tratt icy 

Q. What if the schedule is for grain 
handled by one train every three weeks? 

A. As soon as you do that, you start 
building up your cars, and that goes back to the point 
I gave you earlier, that the Operating Department has 
to take all facets of the problem into consideration 
when they are making their arrangement for operating 
their schedules; and if they had enough diesel units -- 
but the thought of changing your siding lengtrs, of 
changing your car cycle -- it would be just phenomenal; 
and I am quite sure that any saving you would get by 
operating five or six or twelve trains or one in place 
of the number we had would be a very great burden on 
the other costs. That is something that the Operating 
Department has to evaluate, and to the best of my 
knowledge they do it in the best fashion possible. 

Q. As a matter of fact, Mr. Bandeen, I 
disagree that they could operate one train a year. 

Bs Well, I disagree too, but I was taking 
your point to its extreme. 

Cc. The point I am making, Mr. Bandeen, is 
that to continue as a transportation company and as a 


railway company you, of necessity, must offer certain 


Pe ee ee 


Orar! xo~tO emso bie ona “acne - 7 “A 
Corser) bilien.. 


poy To? noktaenp jedd tewans 

viata idaeere Bittace S ous HOY o Sai 
Ho eno mint Woy bus sikr enter Selubeioe Jadg ‘tnstxe 
ay ovtend ater 


14 


aiaes yoda of tiwoltith yrev t'nak JE “A L 


«f 


isiVtsky Istot ant to ¢as> taq OC qu Beier misty sonta 
mista ‘rei al olwbersoa ont 1f Jee 8 . 

fexoov suidd yrere mist eno yd belbaed 

Pecrnes ney .tsic ob wey sa food BA sar , 

tntoc et of Hosd teox Seats brs STO Toe a gutbirtivd 
ash ahaa noltereqO afd Jand | ,r9l faks yoy Sv83 ¥ 
nottasebhe 09, ojn!t meaide'ta/ s2 "ig avaosT iis sxsd od 


“‘gnitaeisG¢d tol tremoareyvuwe tied sabes ems yvedt noenw - 


avtas fsseth dgpone tsa yedd Ti bas tasivbsdoe «teddy 
%o  .ald@nmel gatbia trey attansAdy to tig evorls ons tua ff 
Enemandedq seul, ed bluow Jt -- sloyo aso avey Sabamedo 
“6 Jon Oitiow voy anives yon wsdd- sive Biiup as T brits 
Siq il 9f9 to eutsid syiew?t to xia Go Bvit salt aiseoels 
ge retid deh VIS? a s¢ bivow ban sw teodmen Smad 26 
a? eet edd gad? srcidgemon at isAt -eveoo ‘terlto snd 
wn to teed eft of bria .s7sulevs eo asd inendigqed 
-sidbseoq nofdust teed eft mt tf OB vedt esbetiwort 
9ebrst ,oM ,fosl To tsvteai 3 3A” CD 
“neey & flats eno stategqo biwoo void Yedd setgsals 
sabe? bit Sed ,6o% seTusalh t ,fis# vA » 
.omeitxe ect ot satog tien. 

al Sidi iM .piivem ms I ¢nteq sat o 7 
S ee Die yibnomoo nolvartoggnerd & sa ounatinos of ¢ 


vwisdase <stic Jedm .vdfeasoen to . por _ TOD WRI 


29 


_ 30 


“ ANGUS, STONEHOUSE & CO. LTD, Bandeen, cr~-@x 1220 
TORONTO, ONTARIO (Mauro ) : ia 


—~] 


minimal services, and to the txtent of offering those 
services there is, in fact, a fixed or constant cost 
not variable with this study traffic, or any study 
traffic. 

A. I am not that familiar with the statute, 
but I certainly have never heard of anything that 
requires us to run trains in order to continue as a 
transportation company; and I am ie. that it aia 
be the height of futility if we were required to run 

a train, say, once a month , s0 as to prove that we 
were still a transportation company. 

I can't give you any examples, but I think 
that there is one of our newer lines in the Maritimes 
which didn't pan out as we anticipated and, to the 
best of my knowledge, we don't run any trains over it. 
As a matter of fact, I don't know that there has ever 
been one beyond the inaugural train. We are not 
losing money because we have an agreement on it. But 
the point is that we haven't feit that we have to run 
a train over it once a month. 

Q. So what you are saying is that *requency 
of service on those subdivisions is not necessary and 
essential for the movement of the study traffic and 
that is why you have charged to study traffic the 100 per 
cent of fuel and crew wages. 

A. I am saying they were charged, at 
management's discretion, on the movement of trains and 
the schedules, and I would say they are necessary for 


the movement of grain, 
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ANGUS, STONEHOUSE & CO. LTD, Bandeen, cr-ex 42908 


TORONTO. ONTARIO euae) 3225 
1 

: Q. Wild you turn to page 2233 of the 

; transcript? This is on train miles, Mr. Bandeen, 

i and, just pursuing the method you used, you say: 

é "The total train miles produced by the 
"movement of grain being studied were 

: “obtained by calculating for each train run 
: "the number of trains in both directions 

: "multiplied by the train trip miles." 

10 For the number of trains that you derived, the number 
1 of trains has been exaggerated, and I would think the 
12 assumption is that the penalty is compounded under the 
13 method used to determine locomotive miles, because you 
14 have, under locomotive miles for each subdivision, 

a the ratio of diesel freight locomotive miles to diesel 
16 freight train miles for 1958, which was produced from 
17 company records. This ratio was labelled "Train Miles". 
18 "The number of trains chargeable to grain 

19 "on each way freight train was multiplied by 
20 "the trip miles to obtain the train miles..." 
1 So, therefore, train miles have been exaggerated. 

22 A. Yes. If the train miles are overstated, 
23 then the other is also overstatec , 

24 Qe And also the unit miles per train? 

25 As No, not the unit miles per train. The 
26 unit miles in total might be overstated. 

27 Q. Yes; because the unit mile was 

28 multiplied by the number of locomotive miles. 

29 A. If you make the assumption that the 

30 train miles are overstated, the others follow. 
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Nea a 13229 
(Mauro ) 

Q. In regard to 0.C.8S. traffie -- on 
company service traffic -- I am reading from page 2240 
of the transcript: 

"To allow for the movement of Company 
"materials a percentage increase was applied 
"to the grain traffic units being costed. 
"This percentage increase was computed from 
"the ratio of non-revenue freight net eee 
"miles on the Western Region during 1958 to 
"the total revenue freight net ton-miles on 
"che Western Region during the same year ..." 
I understand the percentage applied was 
4.445 per cent. 
A. That is correct. 
Q. In this case it is our opinion that 
you have, again, used the ratio of non-revenue freight 
net ton-miles to the total revenue of freight net 
ton-miles -- for your percentage -- and I am suggesting 
to you that this method again penalizes the heavy 
loading equipment, and I would ask you to tell me why 
you didn't use either car-miles or gross ton-iniles. 
A. Well, the first point is that I am not 
sure it does penalize the heavy loading commocity; 
but the reason that we couldn't use this on a car- 
miles basis or otherwise is that we just don’t have the 
data. 
Qe Would a car-miles basis have resulted in 
lower costs against the study traffic? 


A. Well, it would depend on the car-miles 
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“ ANGUS, STONEHOUSE & CO. LTD. ye : 
TORONTO, ONTARIO Bandeen, cr~-ex 13230 


(Mauro ) 


Q. There is no question that there are less 
loaded car-miles, : 

A. Let us say the OCS shipment moved on 
very light loads; on this we had a very high number 
of car loadings; then we would still have a lot 
to put against grain, and while your car-miles grain 
would get a smaller portion of the total, it could still 
be larger than what we have already put it in, in 
absolute terms. 

Q. At page 2252: 

"Switching of Reciprocal Traffic. 

"This is the switching involved in the 

"interchange of grain and grain products 

"traffie by the Canadian National and Canadian 

"Pacific at Calgary and Edmonton ..." 

A. That is correct. 

Q. Does this switching involve any increased 
cost -- this interchange of grain and grain products 
by Canadian Pacific and Canadian National at Calgary 
and Edmonton? 

A. Does it involved increased costs? 

Q. Yes. 

A. Do you mean by that total traffic? 

Q. Yes. 

A. Well, you would have to weigh the 
cost of switching against what, in our case, would have 
been the choice of taking it all the way up to 


Edmonton ; and I feel that, no matter how expensive 


switching might be, the mere switching of a car at 
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“ ANGUS. STONEHOUSE 
soRaire, SiR gis Bandeen, CP-ex 25eS4 


(Mauro ) 

Calgary couldn't begin to be more expensive than having 
to take the car all the way from Calgary to Edmonton 
and back to Vancouver. So I would say No, the 
switching didn't add. 

Q. Looking at it again, Mr. Bandeen, from 
the viewpoint of the movement east and the movement 
west, the movement by Canadian National from Manitoba 
to the head of the lake doesn't involve any of this 
interswitching. 

A. Not on route, no. 

Qe So that, in effect, this additional 
charge, while it may be a means of ultimate saving 
for the Alberta shipper in performing this interchange 
with the Canadian Pacific, in fact when you put it into 
the average it results in an increased cost for the 
Manitoba shipper of grain? It wouldn't be there for 
the shipper in Manitoba moving his grain. 

A. I see your point; and to the best of 
my knowledge it wouldn't be there. 

COMMISSIONER BALCH: Is there any cost 
involved in this interchange between Canadian Yacific 
and Canadian National? 

THE WITNESS: At Calgary and Edmonton? 

COMMISSIONER BALCH: Yes? 

THE WITNESS : I would have to check on that. 

MR. STENASON: Not on reciprocal switching 
at Calgary and Edmonton. There are charges at other 
terminals. I believe there is one at Fort William; 


but there is no joint switching arrangement. 
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ANGUS, STONEHOUSE & CO. LTD. Bandeen, er-ex 


TORONTO, ONTARIO 


(Mauro ) 

: 

: THE WITNESS: But we have this separate 

i agreement between the two railways. 

; MR. MAURO: Q. On the same line of 

: questioning, at 2362A: 

‘ "Train Enginemen and Trainmen: 

4 "Train enginemen and Trainnen wages, 

: "accounts 392 and 401, were computed for 

9 "each train run in the Western Region for 

40 "both through freight and wayfreight, 

1 "separately. Wage rates are on a per mile 
12 "basis. This necessitated the calculation 
13 "of the constructive miles for each train run." 
14 Are there higher wage costs per employee in 
15 the mountain region as compared to the prairie region? 


16 A. Yes; thatis the running of trains; 
17 I don't think it is on maintenance of way. 
18 Q. And in working out your average -- 


19 your total cost picture -- you took all the wages 


20 Cests | oss 


21 A. No; we took the wages costs and 
22 applied them to the train miles, but when you average 


23 it out it is still ... 


24 Q. t is the .75 mills they are averaged a. 
25 A. Yes. 

26 Qe They are averaged in there? 

Os A. Yes. 

28 


---A::‘short recess. 
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* ANGUS, STONEHOUSE & co. LTD. Bandeen, Cr-@X 13233 


TORONTO. ONTARIO (Mauro ) 
1 

; Q. At page 2364, Mr. Bandeen: 

3 "Train locomotive fuel and power: From 

4 company records of diesel fuel deliveries, of 

5 the miles operated, of work performed and of 

6 time consumed between fuelings for individual 

2 diesel units; the fuel consumption for effort 

8 produced was computed. This was then com- 

9 bined with the known grade and other re- 

10 sistances for each subdivision by direction 

11 to arrive at fuel consumption per car mile 

12 by subdivision and by direction for cars of 

13 different dead and loaded weights, The 

14 fuel consumption per car mile is for the 

15 tons trailing the locomotive only." 

16 Now, I notice that where you computed the number of 
17 trains you used the number of cars as the basis, and 
18 yet here you have used the number of tons? 

19 A. Well, the fuel consumption varies with 
20 the load that the train has to pull, among other things. 
21 If you will notice, we didn't just use tons as such; 
22 we had a factor in there for the number of cars also, 
23 I don't for an instant pretend to be an engineer and 
24 to understand the problems behind fuel consumption 

25 and what causes fuel consumotion, but a certain 

26 amount of it is caused by the number of tons if is 

| trailing and a certain amount by the friction of the 
28 wheels . What this fuel study produces is a method 
29 of determining the fuel consumption, the length of 


30 train and the weight of the cars; say it is a combiration 
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TORONTO. ONTARIO 


(Mauro ) 
1 
‘ of the total. However, we found it worked extremely 
5 well and a very accurate measurement of the fuel 
: consumption. We don't have the records in detail 
: that the Canadian Pacific got for train run; we don't 
‘ have similar data. But we built this fuel consumption 
: formula up on the basis of some special studies, This 
3 wasn't done specially for the Crow's Nest grain ital 
9 it had been used before, and we have since tested 
10 this in areas wnere there is known fuel consumption 
rr and found it extremely accurate, within one per cent, 
12 It produces the locomotive fuel consumption from the 
13 ears trailing it. 
14 Q@. You used the words: "The fuel consump-= 
” tion per car mile is for the tons trailing the loco- 
16 motive only." Do you mean tons of freight, or 
17 gross tons? 
18 A. It means all tons trailing, and that 
19 is just an expression. I am-sorry, it °is-a Tittle 
20 misleading, but we usually refer to the trailing tons, 
1 and it takes into account the loads and number of 
22 cars. 
23 Q. Now, on page 2368 you say: 
4 "Tost and damaged freight: The freight 
25 claims, amounting to $131,610, paid for study 
26 traffic during 1953 was obtained by adjusting 
27 the total grain claims s0 as to allow for 
28 claims pertaining to domestic grain." 
29 I wonder, Mr. Bandeen, how that adjustment 
30 was made between domestic and export grain? 
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ANGUS, STONEHOUSE & CO, LTD. Bandeen, Cr-ex ‘ 3235 


(Mauro ) 
1 
; A, I am going to have to check the files 
: before I answer that one. I am informed that the 
claims were taken for our Western region and we took 
p the total number of carloads for statutory grain and 
F expressed them as a percentage of all the carloads in 
; the Western region -- I believe it was in the 90's -- 
J and the split was in the same fashion. There was 
: none of the Central or Maritimes. | 
0 Q. At page 2369, item 3: 
rr "Under exchange switching agreements at the 
12 "lakehead terminals, the Canadian National 
3 "pays the Canadian Pacific a rate of $1.50 for 
14 "every car of grain and grain products 
a "spotted for the Canadian National by the 
16 "Canadian Pacific at certain designated 
7 "elevators." 
18 My first question is: does the Canadian 
19 National provide similar services for the Canadian 
20 EACi Tic? 
1 A. I think so. Yes, we do. We provide 
22 the same service. 
23 Qo Could you point out in your study and 
24 the C.P.R.'s study where the revenues from this item 
25 appear? 
26 A. Neither the revenue nor the cost appears 


in the study for the C.P.R. shipment. The C.P.R. 
28 probably paid us $1.50 on these cars for us to 
29 switch them, and if we were to include this we would 


a0 include not only the revenue of $1.50 but also the 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13236 
(Mauro ) 

switching cost involved, and we felt this was one of 

the charges that should not be properly included. 

Q. So in your study you deleted all of the 
revenue and costs associated with any switching you did 
fer the C.P.R.? 

A. At the Lakehead. 

MR. STENASON: Yes, that is my understanding, 
Mr. Mauro. My switching expert has gone back to 
Montreal. 

MR. SINCLAIR: If there ismything different 
we will tell Mr. Mauro. 

COMMISSIONER BALCH: Is there actual money 
passed between the two railways, or is it just a book 
entry? 

MR. STENASON: It is handled through the 
joint facility accounting. 

COMMISSIONER BALCH: They don't give a dollar 
and a half. 

MR, STENASON: They settle out at the end 
of Gheiuyetar. 

MR. MAURO: Q. You are saying here that 
the cost of joint facilities incurred by the ‘movement 
of grain and grain products at statutory and related 
rates was in the amount of $35,155. 

A. That is correct. 

Q. Now, if that doesn't appear in the 
study -- 

A. Tt isthe cost to us of getting the grain 


to its destination. If we hadn't delivered it to 
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ee carne Bandeen, cr-ex 13237 
(Mauro ) 

Canadian Pacific to switch into a terminal, we would 

have had to switch it into one of our terminals and 

we would have had that charged against the grain, We 

have a certain amount of revenue from taking the car 

to its origin. 

Q. It is $1.50 for every car that the C.P. 
are switching for you? 

A. Tee ,ed Graig: 

Q. And you charge this in your study? 

A. Yes. 

Q. Is this $1.50 revenue that the C.P.R. 
receives shown in the C.P.R.'s revenue statement? 

A. No, it is not shown, to the best of my 
knowledge, nor the cost involved. They don't show 
that, nor the switching minutes which were necessary to 
switch it into the elevator, and I think probably this 
is saving grain some cost, if you care to look into it. 

Q np You nae charging grain here with $1.50 
per car, and it would seem to me that the C.P.R. would 
show in their revenue statement: Received for switching 
C.N.R. cars to terminalis, $1.50 per car, at se many 
cars. 

A. And they would show the number of 
switch engine minutes and the number of cars involved. 
I don't think it is significant in size. The number 
of cars involved I don't have immediately with me. 

But since the total for these three accounts was only 
$35,000 in 1958, I find it difficult to imagine that 


this item would have any great significance. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Bandeen, cr-ex 13238 
(Mauro ) 
1 
; Q. At page 2387, Mr. Bandeen, road property 
depreciation. 

i "Depreciation on road property, account 266, 
: "is compiled on a system basis as the invest- 
- "ment in plant in the various property 
: "accounts is recorded on a system basis only 
: "for the Canadian National. Depreciation 
é "associated with each property account was 
10 "divided by the expenses for the related 
1 "maintenance of way accounts to produce a 
12 "unit cost per dollar of related maintenance 
13 "of way expenditure," 
14 Now, you have related depreciation of main- 
15 tenance expenses with this. 
16 A. That is correct. We had no choice 
17 really. 


18 Q. Then therefore if there were higher 
19 maintenance expenses in the mountain region, prairie 


20 shippers on the system average basis would be -- 


21 Aw Paying a higher depreciation? 
22 Q. Yes. 
23 A, Well, I would be willing to -- at least 


24 I would assume that there is a higher investment per 
= 


25 mile of track in the mountain region, and I think the 


26 depreciation would be higher per mile of track. 


Wii Q. And for maintenance and everything elss? 
28 A. The maintenance costs? 
29 Q. Yes. 


30 A. The maintenance costs. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13239 
(Mauro ) 

Q. If there are variations regionally in 
property depreciation, the employment of ayaten 
variables does not result in precise Piper ds for the 
study traffic. 

A. Now, let me get this straight. There 
is not a variation in the depreciation per cent by 
regions. That isn't what your question concerned? 

Q. No. 

A. Because, as I understand it, the 
per cent depreciation of our property is consistent 
across the country. 

Qe You have larger investments. 

A. We have no way of measuring this. I was 
quite surprised to find out we don't have investments 
by region even in the Canadian National, but it is part 
of our history, our investment history, that we do not 
have the investments broken down by region, and there 
is no way we can get it, so I can't answer you whether 
the investment is higher in Western Canada than in 
Eastern Canada. 

Q. I assume that there is a heavier invest- 
ment in one region than another region. Using the 
system basis, which is the only basis you have, would 
result in less precise figures. 

A. Well, actually the way that we did it 
was that the investment, the net investment, is related 
to maintenance, the variable maintenance cost, so it is 
in essence -- the total maintenance cost} and that is 


the best way we felt we could allocate the depreciation 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13240 
(Mauro ) 


cost, and I feel quite certain that the investment and 
the maintenance costs do bear a relationship. I am 
quite happy to admit that this is an area in which we 
have had to make an assumption, and I think we have 
made the best one we could. 

Q. Does it include, for instance, the 
Montreal yards, investment in the Montreal yards? 

A. Oh, yes. This is the total road 
property investment, is it not? Yes, and that would 
include the Montreal yards. 

Q. None of your non-rail investment appears 
in this? 

A, No. 

Q. We are not being charged anything for 
the Queen Elizabeth Hotel? 

A. No, I should hope not. 

Q. Well, you are sure of that? 

A. Quite sure. The Queen Elizabeth Hotel 
doesn't need the support of the freight shippers; it 
does quite well by itself. 

Qe Page 2404: 

"Te cost of money invested was taken to be 

"6.5 per cent. This cost is the dternative 

"cost of money or the return which should be 

"earned if invested in a similar enterprise. ' 

What would have been the resultant figure if 
6.5 was applied to the balance of the investment? 


A. If the cost of money was applied to the 


total investment figure? 
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5 ANGUS, STONEHOUSE & CO. LTD. Bandeen, ecr-ex 1 3241 

(Mauro ) is 

1 
Q. Yes. 

2 . 
: A. You see, what we did with the invest- 
i ment was to try to determine that portion of the 
investment which was variable with the grain traffic, 
. and when we found this total investment we applied the 
4 6.5 per cent net or 10.96 per cent gross to the invest- 
3 ment which we found variable with grain. I believe 
9 Commissioner Gobeil referred to this yesterday. It is 
10 in Exhibit NR3-9, which I believe is called Exhibit 5722. 
rr gy Page 5 of this Exhibit? 
0 A. I believe it is page 6 of the Exhibit, 


13 Mr. Mauro, We show the net investment variable with 
the study traffic of #12°,447,367 and we multiplied that, 
15 as you can see, by 10.96; but when you put that back 

16 into a decimal, you move the decimal two plaes to the 
17 Lert. 

Q@. You have taken $122,447,367 multiplied by 
19 that factor and it comes to 13 million odd dollars, 


20 on the assumption that you will receive 6.5 per cent 


1 as the cost of money. 


22 A. Yes, net. 


23 Qe It is almost 11 per cent overall in order 


94| ‘to return 6.5 per cent? 


25 A. Yes. 
26 Q. What if you applied the same rate of 
97 return on the balance of the C.N.R. investment? What 


28 would it amount to? 


29 A. If we applied the 10.96 per cent on all 


30 of the investments on the Canadian National Railway? 


i" ( b 
ie J wv : - Lae aay) ooh 
7 : 
ay: 4! 7 Ay a _ _ 
. : Ip shennan 
; ‘gisex Re-to a . = " 7 fe 
of J - pi | 
| — tun 
Uys “ot yee?! Shi jeexe Ca 
he 


“stasyat odd itiw BIB ow dsdw .s0e woY ate 
pe Nye mot a 
geivier? absty edt ditweidstvey eaw dofdw sonacasent 
es hat lana ov ¢aeminayal istos elds bruset. ‘ow stone re 
teowks otf OF eae dmeo toq 30.0L to den snes seg a8 
evolfed I. .thaty Wéiw efdeicsv bapot m fol aw ‘eon 
af tt .ysbvedsey eidy of bertetet Chedpd noni antiaaliel 
fa dtahitet beffas ct ovstind I dotiw (Q+tHt Sidhe” 
S¥ivhixd atdd to t agst | gle 

tata’ ast 46 ® ogeq ef gt voi ted Xi WA 
ddiw $idsicay insadeevet sen edd words ev: .ornsM a ae 
ignit Debiatd Lum sw baa.T3l, yu, ISH to Se Tiewt ybote ome q 
jand dead dod coy rere tue {924 Of yd «998 Age oY 28 | 
pid od fears ony Imatoeh edd svoarwey siqutsoh’s & otnt | 
fer 

e? batigqt ¢Lem Vor, TA8,\ SSE aexdsd evaed oor f 7 
SSELOW Bho Motilfm ff of aomoo dh bas. sodsat came 
demeo tot 2.5 evienst [ftw ow tadé aotiqnwess edd (ae 
-yortonm to teao Say as 

con ,@eY oA 

Sbio: at tivwseve ages seq {f daouls ef dt BP) 
Sjaso “eq 2.9 isto od 

.eeY oA 

i, o ater dns edd baiieqn coy It Jee «f 
jis. Uiaeatfeevnt .A.N.9 oxi te »sonsised edd no niyo 
| Sot deurome vid . 

Cis mo areas seq .0L eld tebf{qqe a TH «A 
(yewihsh [sneltsl mstheand até go atnemdebvat ¢ 


< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, CP~ex 13242 
(Mauro ) 
1 
; Q. Yes. What would you be making in 
revenue? 
3 
P A. You mean what would our total revenue be? 
é Q. That is right, to match it up to your 
F requirements formula and your. permissive level of 
: earnings? I wondered if you used the same yard- 
stick. 
8 
9 A. Well, we did in arriving at the system 
10 constant costs. I shouldn't say the system constant 
11 cost, I should say the Canadian line constant cost. 
12 In order to determine the constant cost for the system, 


13 we had to estimate the variable cost of freight and 
the variable cost of passenger and subtract this from 
15 the total expenses, and in order to do this we had to 


16 evaluate all of the capital invested at 10.96 per cent. 


17 Q- I notice from your annual report of 


18 1958 that the total property investment was $2,980,330,887. 


19 BG That is a system figure, of course. 
20 I assume what you read is correct. 

1 Qy Well, it is onpage 26. That is,less 
92|| recorded depreciation, almost $3 billion. 

23 A. Yes. 

24 

25 
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< 
ANGUS, STONEHOUSE & CO. LTD. 


Passi dliagpetesscts Bandeen, cr-ex 13243 
(Mauro ) 

Q. Well, you have applied against. the 
study traffic $1223 million as the net mvestment 
variable with the study traffic. 

A. Now, that investment included not only 
property, road property, but also equipment. You will 
find it is broken down for you in our exhibit NR3-8 
which I believe is 57YY, and you will see that $334 
million, I think, is investment in freight cars, that 
would be the box cars, that is the net investment; 
in diesel locomotives we have $17,284,000; and road 
property we have $68,186,000; work equipment we have: 
amillion and a half and shop and power plants and 
machinery we have $1,860,000. 

So it is not all road property. 2be22-a11 
investment. The road property portion is $68 million. 
This is more than road property that you refer to. 

It is the property investment including road of 
$2,223,000,000. 

Q. I am trying to get the equivalent comparison 
for the Commission on what would be the revenues of 
the Canadian National if they applied what they deem to 
pe a just and reasonable return for grain at the 10.9 
per cent, to the balance of the investment. The 
property investment including road equipment and 
other physical properties, less depreciation, comes 
to $2,988,000,00. 

Bi That is correct, for the Canadian 
National system as a whole. 


Q. So by applying your same assumed --- 
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“ ANGUS, STONEHOUSE & Co. LTD, Bandeen, cr-ex 13244 


TORONTO, ONTARIO 


(Mauro ) 
1 
A. 10.96 per cent will be applied against 

that. 

P Qe Yes, that would come to, we get $300 

million? 

A. Yes, roughly $300 million. 

: Q. That would certainly be the happiest 

: day in the life of the Minister of Finance and Mr, 

: Gordon and everybody else? | 

im A. Before we had this $300 million as a 
rr profit we would have to pay for our people, the bond- 
2 holders. 

13 Q. Yes? 

A AQ And that is a fixed cost. Well, I 
x suppose we could find what it is in the year 1958, a 
16 think it is around $50 million. Then we would have 
7 to pay the 4 per cent on the preferred stock, We 

18 would end up with a profit that would be considerably 
19 below, as well as income tax. 

20 Q. yes? 

1 A. So in other words letus say the fixed 
9 sharges were in the order of $50 million. We would 
73 have less that $250 million. We would have to pay 
24 50 per cent of that in income tax. We would have 

25 $125 million, and they would have to pay the preferrc 
26 and the common shares. 

27 Q. I wondered where you were going to ¢27 
28 this $300 million from, Mr, Banaeen,. I wonder if this 
29 story has been told to the Board of Transpert Commis- 
30 sioners and they hae given you a permissive level oi 
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“ ANGUS, STONEHOUSE & Co. LTD. Bandeéen, cr-ex 13245 
TORONTO, ONTARIO (Mauro ) 
earnings of $300 million? 

A. I wisn they would, but they have not as 
far as I know. 

Q. Do you think you could get that out of 
the grain shipper? Do you think you. could collect, 
if the Board of Transport Commissioners permitted you 
to raise your rates to return $300 million, that you 
could really go out into the market and get it for 
shipping freight in Canada? 

A. Well, I may say that you have lost the 
point of the 10,96. The point is that is the cost of 
the capital, whether we are privately or publicly 
owned -~- and it happens we are publicly owned -- but 
this is not a reason that the investment in the 
Canadian National should return less than money in- 
vested similarly in the rest of the economy and what 
we should get is a return of 10.96 per cent. 

Q. What did you get last year, what was 
your return? In order to be fair, we all know what 
the returns are and the return would be definitely not 
10.96 per cent. Can you tell us what you did in fact 
receive last year? 

A. I believe we received a minus quantity. 
This goes a little bit further to the confusion which 
seemed to be running yesterday in the discussion with 
Dr. Edwards, that what we should have put in here 
was the rate of return. You see, in the case of 
Canadian National the rate of return was negative. 


So the way to get the cost knocked down would be, oi 


12 > ‘nee gol ines 
sic See AR a aap i aa 8 We le 


Ah wom Tea tet | 
10 dud dent tag Bivon wey aetdt voy od 6B Ue 


tes LLoo hubs woy altel wey off Paeqgide nterg: sit 
og Hositarey sxertohastenod togans? to Busof ont If 
voy tad .nokiTta Ole autor of aetear soy ester of 
Il Gf Jog bas Joyvan orig OFnt tuo og ulteet. pias 
febans) nb tdatert antqgins 

ag? taol ovat wey dsdt yse gan I Liew ood a oN 
=) fado sd ef des ot triiog oT .3e.0f one le gatog 
viotidug to yiessvirg ess sw redtedw (I stiqss sat 

Sud »= benwo pioifcug ere Sw ensagen gi bos -- benwo 
od of tnstiseynt any 2a0% noesot s gon et ald 

-al yenom asd eacl ovunted Piven, Lenottsyi nethaned 
3sfiw ONB YROnODe siv to deer sit at eitetinne betesv 
,3n89. T9q 38.6L To halite at dox bivorts ow 

aGw TSW ,1£0y tesl toy voy BED taclW 8) 
tei word Ils ow ths ad of +Sha0 nt ninaes THOY 
a1 Yisttatieb sd blsew nmuades ent bas sis aniuier ecg 
2ST of RAD voy Jarw en [lee voy mad .3n99 I9q de00f 
ni  ftsey casi syteged 

(titnscp caution s bevieves ow evetied I wA 
tofnw nolesino4s edt Od wentun? tid sleet S e903 alaiT 
‘Jin ooLes enh aoe if bash agulnas: sd og bemese 
atsn OL Tuq Sve bivods sw gariw ted? .abiswht ,1d 

TO Shs odd nt yes YoY »Stusenr to sts add atu 
Svivsgon asw miudet Yo oder oft Lenolhdsy matbenso 


to «od Oisow musd bsvom! taco sit tog oF (yew ands 


29 


30 


“  ANGus. STONEHOUSE @ Co. LTD. Bandeen, cr-ex 13246 
me a (Mauro ) 

course, to runa bigger deficit by that reasoning, and 
when we are running a deficit which had one or two 
other expenses, there would be no cost by that par- 
ticular line of reasoning. So this shows the futility 
of using rate of return in costing. 

Q. In your case? 

A, Well, in any case, and what we should do 
is use a cost of capital concept which is what veudia? 

Q. I see, so if it seems valid to you that 
whether you are receiving 10.96 on any single work or 
as a total there in 1958, it is completely fair to 
charge grain with 10.96 as the mythical optimum that 
you require to return 6.5 per cent as the cost of 
money. 

A. Oh, yes, this is definitely grain as 
it bears on a portion of the capital costs which are 
associated with it. 

Q. What else is bearing tnat, Mr. Bandeen? 
Why is grain being singled out? 

A. Well, certain other portions of the 
traffic are bearing that. It would be nice if 
all of it were, I can grant you. 

Q. I grant you too, Mr. Bandeen. Now, 
Exhibit 57-ZZ is the matter of pensions. As I undere- 
stand it, Mr, Bandeen, you take the labour expenses 
variable with the study traffic being $16,900, 000, 
multiply that by the factor of 6 per cent and arrive 


at the charge that you have placed against the study 


traffic? 
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~ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13247 


TORONTO. ONTARIO (Mauro ) 


1 That is correct. Now, as came out 
yesterday, the actual rate of our pension payments 
in 1958 to the labour cost was 92 per cent. However, 
our accounting department when we questioned them 
did not feel that this was something that was going to 
continue forever, I think they may have been a bit 
optimistic on this, but I am not an accountant or an 
actuary, so we took their figure on it, 

However, the difference between this 6 per 
cent figure on the labour and what we actually paid 
would appear as part of the constant cost. 

Q. Could you work out for me some figures 
here? Perhaps you might jot them down, I am trying 
to compare the C.P.R. situation with what you have in 
fact accomplished and Dr. Edwards referred tc as the 
Bandeen refinement. 

The C.P.R. total traffic expense was 
$12,082,332? 

A. Which is total traffic expense? 

OQ. Total traffic expense. 

A For the system? 

Q. From DBS, $12,082,382? 

A; Yes. 

Q. And the total general expense, C.P.;5 
1958, $34,024,695, for a total of $46,107,000. 

Here now during the same year, total traffic 
expenses again, DBS, $13 323,000 and general expenses 
$53,502,000 or a total of traffic and general, 


$66,826,000, compared with $46,000,000 for C.P.R. 
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* ANGUS. STONEHOUSE & Co. LTD. Bandeen, cr-ex 13248 
TORONTO, ONTARIO (Mauro ) 

Then under the submissions re study traffic, 
you have charged study traffic $665,000 under the 
traffic, and general excluding pension, $806,000, and 
pensions, $1,017,000, or a total of $2,490,000 
chargeable to traffic, general and pensions on the 
partcof,the C.N.R. 

The Canadian Pacific has charged for those 
three items $4,017,285. Now, remembering that ene 
total expense, according to DBS,of traffic and general 
of the C.P.R. was $46 million compared to $66 million 
for the C.N.R., the C.P.R. has charged $4 million 
against the study traffic to your $23 million, I am 
advised that your $24 million works out to 3.6 per 
cent of the total cost of traffic, general and pensions, 
while the C.P.R. works out to 8.7 per cent, Are 
those figures --- 

A. They look to be roughly correct, yes. 

Q. There is almost, in fact, a 5 per cent 
difference between the figures, the resulting factors 
that you nave used and that of the C.P.R., which would 
mean a 5 per cent reduction on the C.P.R's method if 
they had utilized the same percentage as vou did? 

A. This is 5 per cent reduction on this 
particular item of expense, 

Q. Traffic, general and pensicns. Youre 
worked out to 3.6 per cent on $66 million, Theirs 
worked out to 8.7 per cent on $46 million? 


A Yes. 


Q. According to our calculation, agains 
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“ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13249 


TORONTO. ONTARIO 


(Mauro ) 
1 
: per cent reduction of the C.P.R. figure of $46 million, 
: would amount to a reduction of about $2,300,000 as 
,| charged under this item against the study traffic or 
: $1,700,000 instead of $4 million? 
- A. Part of this stems from the fact that the 
7 C.P.R. has a much heavier volume of grain shipments 
3 than we do, 
9 Q. What is the percentage of grain? 
10 Ag To total? I am sorry =--- 
11 Q. I think it is 155,000 cars with the 
12 Gelahis bO 132;000 on, the C.N.R. 
13 MR, SINCLAIR: I am surprised at my friend 
14 when he knows that the C.P.R. cars are neavier loading 


15 than that, taken on carloads. 


16 MR, MAURO; Are carloads not as good now 


17 for traffie? 


18 MR, SINCLAIR: You will get an answer from 

19 the people that know, 

20 THE WITNESS: I understand, Mr. Mauro, that 

21 the C.P.R. variable cost of grain to total variable 

22 cost of all freight traffic, their percentage is 15 per 
cent and ours is only 8 per cent of the variable cost, 


8.7 per cent. 

MR. MAURO: Q. What about the carloads of 
grain handled by the C.N. and the carloads handled by 
her? .P Ru? 

nw It is in the statement somewhere, 

Q. I think you will find it is 155,000 to 


132,000. 
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“ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13250 


TORONTO, ONTARIO 


(Mauro ) 
1 
: A. One hundred and thirty-two thousand is a 
4 correct figure for ourselves, and the C.P.R. is LS5: 
4 The problem is that there are different ways of 
P Stating carloads than all this milling in transit 
‘ traffic, but I think these two figures are comparable, 
, so they are 20 per cent or so higher than we have. 
8 Q. You mentioned this milling in transit 
9 and I would like to get a point clarified, As I under- 
10 stand it, grain shipped from a country elevator to 


11 Winnipeg is charged initially at the lower of the local 


12 domestic rate or the export rate to the lakehead? 

13 A. That is my understanding. 

14 Q. If the grain is not re-forwarded within 
15 six months, the rate is raised to the domestic level: 


16 did you know that? 


17 A. Yes. 
18 Q. You know now, and I wanted to know how 
19 this extra revenue was taken into account. I have an 
20 example here from Colonsay to Winnipeg which happens 
21 to be 861 miles, which I tnink is somewhat representative, 
22 The principal charge based on Fort William, 115,000 
23 pounds minimum at 22 cents, which is Crow race, is 
24 $253. Now, if it is not reshipped, if the grain is 
25 not reshipped within six months tne cnarges are convert 
26 ed to the domestic rate as follows:115,90C pounds at 5 
27 cents a hundredweignt, which i3 $607, less charges paid 
28 of $253 and the additional charge is $414, I under- 

/§ 29 stand the domestic traffic is approximately 5 per cent 
30 of the total? 
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< ANGUS, STONEHOUSE & CO. LTD. Bandéen, cr-ex 13251 


TORONTO, ONTARIO 


(Mauro ) 


ne You want to know how we accounted for 
domestic traffic 


Q. How you accounted for these’ additional 
charges that do not arise until six months arcer, 
that cannot avise until six months after the grain 
is shipped under the Crow rates? 

A, This is a domestic shipment, not 
statutory. 

Q. It starts out statutory? 

A. But it ends up domestic, 

Q Six months later it is not reshipped. 
Therefore you are charged --- 

A. I will check and see how we accounted 
for that. I am informed that we did not include the 
original shipment if it was subsequently stepped up, 
and this necessitated us going through the records and 
finding out if a car originated at a statutory rate 
and then was stepped up to domestic, and we would not 
include the shipment. 

ae But you would not know about some of 
those until six months after? 

A, That is correct, Do I look through 
your figures? 

Q. Can you say when the chéck was made 
six months after your last 195 shipment? 

A. It would be in the summer of 1959 
anyway. Let me check up this again. 

COMMISSIONER ANSCOMB: May I just ask on 


that point, I cannot understand any man letting i% 
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% ANGUS, STONEHOUSE & CO. LTD. Bandeen, 


sit silvia og Sage 13252 
(Mauro ) 

1 

: get out of one class into another, It is better 

; than demurrage, Why would he let it wait six months? 

; MR, MAURO: Because he starts off by saying 

: it may or may not go into the export trade and takes 

5 the Crow rate into the mill, for example, or into the 

: elevator, and then he cannot use it for the export 

8 trade, Six months later he sells it locally and 

9 has to pay domestic rates, 

10 THE WITNESS; This is just a way to get a 

1 cheap rate for six months. 

12 COMMISSIONER GOBEIL: That represents an 


13 important percentage. 

14 THE WITNESS: No, I don't imagine the per- 

15 centage of that would be very significant, We did 

16 treat with this problem and we checked it only in 

17 such fashion that none of these carloads would be include 


18 in the present study, either revenue or expense-wise. 


(Page 13258 follows ) 
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* ANGUS. STONEHOUSE & CO. LTD. Bandeen, er-ex 13258 


TORONTO. ONTARIO 


(Frawley ) 

1 

5 THE CHAIRMAN: Mr .Frawley. 

3 

,| CROSS-EKAMINATION BY MR. FRAWLEY: 

; Q. Mr. Bandeen, if I understood the 

. import of your discussion a few minutes ago with Mr. 

7 Mauro you said that you thought you should earn about 
: $300 million more. In what respect ... 

5 A. No, not $300 million more. The 

ia question was that our net investment was roughly $3 

rr billion and Mr. Mauro had asked if we thought we should 
12 earn 10.96 per cent on this investment, which would 

13 give us a net of 64 per cent, and I said Yes, that we 
14 should; that it should make no difference --that 
ss we are a government-owned corporation -- on the use 

16 of the capital. 

17 I don't want to get into a economic dis- 

18 cussion, but I believe that you would get misallocation 
19 of your capital if you didn't expect the government 

20 investment to earn the same rate as the private 

1 industry, particularly when we are competing with a 

22 railway which is a private concern; and if we were 
23 not expected to earn a return on our investment and 

24 they were, it would be a form of unfair competition. 
25 Q. I certainly do not think anybody should 
26 | disagree with you there; but let me understand you 

27 here. Your costing procedure was predicated on your 
28 right to earn 10.6 per cent on the net investment 


29 that you allocated to the movement of grain. 


30 A. That is correct; we want to earn that 
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~ ANGUS. STONEHOUSE & CO. LTD. Bandeen, er~ex 13259 


TORONTO, ONTARIO 


(Frawley ) 

1 

gross figure. 
Q. And the results that you get -- the 
F variable cost, the constant cost, the deficiency of 

revenue and all the rest of it are all worked out after 
you had provided for yourself a composite overall rate 
: of 64 per cent. 
: A. That is right; at a net figure of 
S per cent. | 
10 Q. But the 10.6 ... 
1 A. 10.96. 
i. Q. The 10.96 on the property investment ... 
13 A. On all investments. 
14 Q. On all investments? 
15 tA Yess 
16 Q. Onall investments? 
7 A. On the net investment. This is the 
18 difference between gross investment less the deprecia- 
19 tion. 
20 Q- All the net investment less depreciation 
1 allotted to the grain movement. 
22 A, In the whole systen. 
23 Qe You are being very ocractical about it 
24 in connection with grain. You say that, having done it, 
25 you work out a certain cost for grain. 
26 A. For the capital involved with the graix, 
27 yes. 
28 Q. And that it requires a certain rate which 
29 you are not getting now? 


30 A. It requires more than we are getting 
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“ ANGUS, STONEHOUSE & CO. LTD. Bandeen. cr-ex 13260 


TORONTO, ONTARIO 


(Frawley ) 
1 
; even to meet the variable cost, 
5 Q. So why is it not perfectly right and 
H proper to require the same 10.96 per cent on all of 
: the property which you have invested to move all of 
: your freight traffic in Canada? 
A A. We do, 
P Q. But you are not seeking freight rates 
. based on, and resulting from, the application oe this 
iG 10.96 per cent. 
1 A. But in our costing internally, we have 
12 tf put in cost for capital. This is a very real cost. 
13 This is a very real cost -- both the cost of capital 
14 and the depreciation on the capital. 
15 This is something that is difficult for a 
16 lot of people to comprehend at first brush with it, 
17 but the cost of depreciation appearsin our operating 
18 expenses as an annual cost; and we have to put that 
19 in as a cost on any traffic that is moving. 
20 For instance, if our Traffic Department 
1 were to ask us to cost the movement, or any particular 
22 movement, say, from London, Ontario, to Montreal, then 
23 there would be a certain amount of investment involved. 
24 Now, let us say that it was moving in box cars. We 
5 would have a certain number of cars involved and we 
26 would have to calculate the cost of the investment 
27 in the equipment plus the investment in the roadway and 
28 the portion of it that was variable with the traffic. 
29 I might add we found a very low percentage 


4 to be variable with traffic. In the case of road 
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© ANGUS, STONEHOUSE a co. LTD, Bandeen, cr-ex 13261 
Tey (Frawley ) 
property I believe it is only something like 23 per cent 
of our total road property was variable with traffic. 
The rest of it we considered to be a fixed cost. It 
would be in the constant equipment as a charge 100 per 
cent variable with traffic. I am talking about box 
cars and the diesel units -- locomotives; but this 
is costed internally on all of the movements. For 
instance, if we were asked to cost for an agreed charge 
we would have to put in the cost of the capital 
involved and the depreciation on the capital to the 
extent that it is variable with the traffic. 

Q. And in the costing studies you do from 
day to day, have you used the figure of 10.96 per cent? 

Be Well, we use various figures. This 
figure is predicated on the existence of our debt and 
equity ratio in 1958. It does change from year to 
year; and our bond structure changes considerably. 
Our most recent issue which was partially at least a 
refunding issue cost us 6 per cent; whereas on 
older bonds we only pay 3 per cent and 4 per cent; se 
it changes from period to period, depending on the 
interest rate and also -- primarily on the interest rate 
and the type of bond. 

Q. Mr. Bandeen, I am interested to know 
whether or not, in the costing that you do from day to 
day for agreed charges, for instance -- the last one you 
did -- did you use 10.96 per cent as the rate of 
return that you needed and should have and were 


entitled to on your property invested in freight trafiic? 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, crP-ex 13262 
(Frawley ) 
1 
D A. We used internally the current interest 
3 rate figure; I believe it is 6 per cent rather 


4 than 63 per cent; so the 10.96 would be slightly 


lower. 


6 Q. But, generally, you used something that 


7 was less than 10.96. 


8 A. Yes; that is our current basis. We 
9 used the 6.5 net figure in this study, and I think we 


10 are using internally a 6 per cent figure. I don't 


11 understand the justification for that -- I mean, I 
12 understand it, but I don't have the figure to prove it 


13 to you. 


14 I believe our debt ratio has changed since 

15 1958; we have financed to a certain extent. 

16 However, this is something that you would need 
17 to ask Mr. Toole, our vice~president of accounting, to 
18 explain. 


19 Q. I am anxious to know whether or not 

20 the rates that are arrived at pursuant to the costing 
eat procedures you use -- agreed charges, if you like -- 
22 whether they are based on a rate calculated to return 
23 to Canadian National 10.96 per cent on the property it 
24 has invested. 

25 A. We use a figure currently internally te 
26 return 6 per cent. 

27 @. 6 per cent ratherthan 10.96? 

28 A. 6 per cent as opposed to the 6.5. 

29 Q. What figure do you use as opposed to tne 


30 10.96 per cent that you have used in the grain study’ 
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ANGUS. STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Bandeen, er-€X 13263 


A. Well, I presume it would work out at... 
THE CHAIRMAN: ~~ Around 10 per cent? 

THE WITNESS: I don't have the figure with 
me. 

MR. FRAWLEY: Q. Just let me see if I 
can understand what you are talking about. From time 
to time, the Costing Department is asked by the Trarfic 
Department, as a service to the Traffic Department, to 
do a costing job for them. 

A. COPrPrect < 

Qe So that they can advise a shipper who 
has come to ask, for one reason or another, for the 
lowest possible rate he can get. 

A. To use for rate-making purposes. 

Q. Well, generally you bargain with the 
shipper who, for one reason or another, is endeavouring 
to make out a case for a low rate. 

A. They would want to make sure that they 
didn't have a rate which was non-compensatory (a) 
because it is illegal, and (b) it would be to our 
disadvantage to charge it; so they will ask for 
the variable cost which will be a floor. 

Q. And they come up with the variable cost, 
do they? 

A. We come up with the variable cost. 

Q. You come up with the variable cost 
and deliver it to the Traffic Department? 

A. Yes. 


Q. And you stop there? 
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| QNBUE: STONEHOUSE & Co, LTO. Bandeen, cr-ex 13264 

| (Frawley ) 

A, Yes. 

Q. You don't go into full cost in a case 
where the Traffic Department asks for an over-night 
or over-the-weekend study of what the cost will be? 

A. That is correct. 

Q. Now, in finding the variable cost you 
Say you use a figure which is calculated so that the 
rate that is being negotiated will return caneaeae 
cost on the basis of something over 10 per cent. 

A. Well, it is the net return of 6 per 
cent, and I think it is around 10 per cent. The reason 
I am hesitating is that the tax rates have gone up 
since 1958, and I must confess to not having seen the 
most recent figure. I have seen it, but I don't 
think I remember it. 

Q. Well, all right; let us say, for 
instance, if the rate on petroleum coke from Welland 
to Halifax were 39 cents which gives you ton-mile 
earnings of 655 cents -- which is published in C.N.R. 
tariff 56-4 -- does that return 10 per cent or 
something more? 

A. I am afraid, Mr. Frawley, I never costed 
the particular movement. IT don't know what it returns. 

Where was this from? 

Q. It is from Welland to Halifax, for 
petroleum coke in bags for export. 

A. I know nothing about the loading 
characteristicscy the type of equipment it moves in, 


or whether it moved at all. I have no idea. Not 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13265 
(Frawley) 
everything that is in the tariff moves during the year. 

Q. Well, that may be, but if you move 
anything of this nature at all and it isn't costed on 
the basis of returning 10 per cent, it wouldn't be 
compensatory, I suppose. 

A. Just taken by itself I would say No. 

I don't know whether it is part of a through movement. 
I don't know the history of the rate... It may be 
that it is partially through movement. I really 
don't know. 

Qe Well, I want to ask you something more 
about your rates; but at the moment you are costing 
agreed charges in your Traffic Department almost 
every day, I suppose. 

A. Well, there is quite a number of them. 
I wouldn't say every day. We are probably working on 
one every day. 

Q. The way agreed charges are going on 
you don't, I suppose, get much relief from that 
operation. 

A. There are certain of them that aren't 
even referred to us because they would be so above 
variable cost that it would be a waste of our time to 
look at them. 

Q. Would you think that iron and steel 
plate for export, moving from Hamilton to Halifax, on 
C.N.R. tariff 56-4, which returns you a ton-mile 
earning of .78 cents per ton-mile -- do you think that 


was calculated at 10 per cent return on investment ? 
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ANGUS, STONEHOUSE & CO. LTD. 


phic Ma Paice 209 Fs Bandeen, cr-ex 13266 
(Frawley ) 

5. Well, I would say offhand it had a 
very good chance of being calculated at 10 per cent 
return on investment. It would be heavy loading and 
mainline movement. The cost would be quite low on a 
ton-mile basis. 

I don't remember having done it. We would 
have to look through the record. But .78 seems as 
if it would be returning 10 per cent. I should 
imagine the variable cost would be below that and 
it would be returning a considerable amount under that. 

However, this is the danger of looking at 
something like that. You can't tell until you have 
done a cost study on it. 

Q. If you only turn up the variable cost 
for the Traffic Department when they are negotiating 
arate, why were you so anxious to arrive at total 
cost for this movement of export grain? 

A. Well, as I told Mr. Cumming this 
morning, we only submitted, it because we realize that 
it probably would be of interest to the Commission and 
to the people studying the report. 

Q. Can you tell me -- you probably have 
the figures handy there -- can you turn up your 
records and give me three or four figures? What was 

the ton-mile variable in the case of the Canadian 
National? 
A. You mean the variable cost per ton-mile? 
Q. Yes. 


A. I will get the summary. it-is «77 cents. 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, Cr-€xX 13267 
(Frawley ) 

1 
; Qe What was the constant — the total 
Z cost — the constant, which is another element? 

A. ~3 ‘cents, 
4 
: Q. ~3 cents? 

A oe e 30 e 
6 
: Q. And the total cost? 
8 A. 1.07 cents. 
9 Q. 1.07 cents? 
10 A, This is to be found on page of our 
11 precis. 
12 Qe Thank you very much. I thought you 


13 would have them right there. What is your revenue 
14 which would be set down opposite that? 

A. 48 cents. 

16 Q. And the last thing is: What is the 
17 rate that the Canadian National suggests? 

18 A. I will have to read Mr. McCoy's precis 
19 on that particular point. I believe that he found a 


20 relationship which would necessitate a 125 per cent 


1 inerease in the rate. However, until I find his 
22 evidence ... 


23 Q. Well, Mr. Bandeen, just without looking 


24 at it, if it is more than the Canadian Pacific you 
25 couldn't have any more than the Canadian Pacific anyway; 


26 so you would have to settle for the Canadian Pacific 


27|| rate. 

28 A. In all probability, yes. 

29 Q. But isn't that what you de uy you go 
30 before the Board for a rate increase? Regardless of 
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| ANGUS, STONEHOUSE & co, LTD, Bandeen, cr-ex 13268 

| (Frawley ) 
the case you make out for need you have to accept it. 
That is practical politics -- 4nd I don't apnea 
the word "politics". 

A. I would agree with you. I have gone 
into it often every time we have an agreed charge, 
because they came to an agreement on agreed charges, 
and we both cost our own movement, and in some cases 
ours is higher than the C.P. 

Q. You have an agreement on agreed charges? 

A. Yes. 

Q. You never worry about the Combines... 

A. I think they are required by law, so 
far as I know, for agreed charges. 

Q. You are exempt from any criminal 
consequences, are you? 

AG I hope so. 

Q. Then, the rate would be what, then? 

What rate would they be asking for -- 125, or ... 

A. I don't believe that we asked for a 
specific rate. 

Q. I think it would be good to have that 
one more figure. 

AY On page 44 of an exhibit entitled "Canadi 
National Railways! submission to the Royal Commission 
dealing with levels of rates for the movement of 
export grain in Western Canada which would be just and 
reasonable" and in paragraph 10 of that submission we say): 
"The application of conventional rate-making 


"principles shows that an increase of 125 per 
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eer | aunt Bandeen, cr-ex 13269 
. (Frawley ) 
"cent could be made to existing rates without 
"disturbing the 1927 commodity-to-~class-rate 
"relationship." 
Q. If you have a slide rule, what would it 
lift your .48 of a cent to? 

A. 1.08 cents. 

Q. Now, just to have all this on the record 
in a sort of box score -- because that is what it 
looks like -- the variable costs are .77 cents; the 
constant costs are .30 cents; the total costs are 
1.07 cents; the revenue is .48 cents; and the 
rate you are asking for is 1.08 cents; all being on a 
ton-mile basis. 

A. Lee. 

Qe Having in mind the routine you go through 
with your Traffic Department, when the Minister comes 
and says he wants a rate to move iron ore from 
Schaeferville, say, to wherever it goes, or any other 
place, if all you needed to have done was to arrive 
at the variable cost and quote the variable cost as 
the rate plus some percentage of constant cost which 
would take you owt of any infraction of Section 334 
of the Railway Act, why would you not do so? 

Be This is precisely what we do. We 
set out to do the costing of the Crow's Nest grain 
and it passes through the Traffic Department. Mr. McCoy, 
I think, was the gentleman most directly involved. 

He was given the details and he decided the rate level 


which he felt was just and reasonable arid he asked us 
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ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13276 
(Frawley ) 
if we would supply him with the variable cost as soon 
as we could; so we made an estimate of the variable 
cost for them fairly early on, and, as Sa of 
fact, I think that the figure we gave to them was 
-74 cents. If you remember, when we were on the 
stand in December last year we had a considerable 
number of changes that we had to put in -- errors we 
discovered and refinements which some of your experts 
suggested to us -- and the average variable cost, to 
the best of my knowledge, at the time that Mr. McCoy 
was looking at it was .74 cents. The first estimate 
of total cost that we had was .99 cents on per ton 
mile; and if he had any figure of total cost it would 
be the .99, because we didn't wide ot ale until after 
the brief had been submitted; sO this 1.07 could not 
have been available to Mr. McCoy at the time he sub- 


mitted his brief. 


(Page 13273 follows) 
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ANGUS, STONEHOUSE & CO. LTD 


TORONTO, ONTARIO . Bandeen, cr-ex Bi Bi 
(Frawley ) 

Q- Well, I will certainly take what you 
Say. So what you gave Mr. McCoy was just 100 per cent 
of the variable costs. 

A. yes. 

Q. And you say at that time it was .74 cents, 
and now it is .77 cents. 

A. That is correct. 

Q. Now, that being so, what was the 
justification for jumping from .77 cents or .74 cents 
to 1.08 cents? 

A. Oh, that is a traffic consideration, 
and I am afraid I am not in the Traffic Department and 
I don't pretend to be able to make rates in the way 
these gentlemen do. I believe what they take into 
consideration is the host of things that Dr. Edwards 
referred to, the elasticity of demand -- I won't 
bother to repeat them. 

THE CHATRMAN : We will take a very short 


break. 
---A short recess, 


THE CHATRMAN : Yes, Mr. Frawley? 

MR. FRAWLEY: Q. Mr. Bandeen, if I under- 
stand you correctly, every time your séction does a 
cost study for the Traffic Department and you use 
10 per cent, something over, as the return that you 
should have on the property invested, I put it to you 
that your total cost would exceed the actual cost which 


you show, which are reported in your Annual Report. 
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ecstasy ie Bandeen, cr-ex 13274 
(Frawley ) 

A. Oh, you are right if you are talking 
about operating expenses as they appear in the Annual 
Report. But you have to add in -- what this cost of 
money is designed to cover is the interest on the 
fixed investment, that is the bonds, plus a return 
to the stockholder. This is in the case of a private 
corporation, and in the case of ourselves. Now, 
what this should appear as in the Annual eae ig 
a return or a dividend to the Federal Government, but 
it won't appear in the Annual Statement because we have 
not earned it, and I don't believe last year we even 
earned any of the interest on the fixed and bonded 
investment. We had a deficit, and I think actually 
we had an operating deficit, which means that not only 
did we not clear our operating deficit, but we didn't 
clear anything towards the fixed investment. 

MR. McDONALD: The Annual Report is in as 
an exhibit, Mr. Chairman. 
THE WITNESS: So it would not appear in 
the annual accounts. What should appear is a statement 
showing not only that we have a deficit but we had 
no -- 
Q. You don't want it to appear more 
astronomical than it does now. 
A. It is not a cost accounting vrocedure 
to do it. 
Q. Is it not an unreal calculation in 
your case when you are working in a profit of that kind,t 
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s ANGUS, STONEHOUSE & CO, LTD. Bandeen, Cr~ex 13275 


TORONTO, ONTARIO 


(Frawley ) 
| 1 
3 . never earn. 
: A. I don't think it is unreal; I think it 
is very real. Any money we have invested in the 
: Canadian National Railways should have a wturn to the 
, person who invested it. .Because it is the Federal 
: Government, it should not make one iota of a difference 
whether or not we should make a return on ite 
: Q. When you return a cost to the Traffic 
os Department at their request and the cost of moving this 
1 traffic is .9 cents per ton-mile, would you say to the 
12 Traffic Department it would be or it is .9 cents after 
] 13 we have put in something there by way of return on our 
14 invested capital at something over 10 per cent? 
15 An Oh, you oo to include the cost of 
16 capital. 


Q. So when the Traffic Department gets 
that figure, there is an element in there that you 
haven't earned at all; for years and years you 
haven't earned enough to pay the interest on those 
investments. 


A. Where it becomes really importayr.: and 


essential to put this in is on a developmental iine 

or the Traffic Department comes along and says that we 
have to buy new equipment. If we have to go out and 
buy this equipment -- and some of the equipment we wil. 
buy by bonds and some of it we will get from our 


depreciation reserve and some of it will come from the 


preferred stock which the government buys every year. 


We can't look at this as having no cost attached to it. 
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< 
ANGUS, STONEHOUSE & CO. LTD. 


Fasc enters Bandeen, cr-ex 13276 
(Frawley ) 

Q. Supposing your experience was that you 
earned 8 per cent, would you still use this 6 per cent 
that you have become attached to? Saaeés tae you 
earned 8 per cent? 

M. Net. Yes, I would use the 6 per cent 
average in costing, because the difference between the 
6 per cent and 8 per cent would be in the nature of a 
profit above the cost. 

Q. You wouldn't want that profit? 

A. We wouldn't want it put in the costing 
procedure. It is not part of the cost, it is profit. 

Q. There is no profit in this cost. 

A. Not in the economic sense of profit, no. 

Q. That is all you delivered to the Traffic 
Department, the 100 per cent variable cost? 

A. Yes. 

Q. And you say "You do what you like with 
it; this is 100 per cent variable cost". 

A. That is correct. 

G. And they add to that just as mich as they 
ean or as little as they can, depending on wha: the 
general situation is. 

A. That is perfectly correct. it is 
entirely up to them in what they do in setting rates. 
This is entirely within the responsibility of the 
company, and they have to use their best judgment and 
whatever technique they have available. 

Q. Now, Mr. Bandeen -- 


A. I just want to point out, if you are 
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< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13277 
(Frawley ) 

talking about variable cost, that we are not very 
easily -- if we priced all our movements at variable 
cost, in other words, the rate we charged on every 
movement in 1958 was just the variable cost and nothing 
over it, we would not have made our operating cost, 
and included in the variable cost would be the 
interest at 10.96 per cent. We still would not have 
covered the operating cost. We have to receive a 
percentage over the variable cost, even on the operating 
cost, let alone the fixed investment cost. 

Q. So any rate you quoted to the Traffic 
Department -- 

A. We don't quote a rate. 

Q. The cost you quote is sufficient to 
enable them to get back their variable cost? 

A. Yes: 

Q. And if they used that and nothing else, 
of course, you would be -- 

A. We would not even make our operating 
expenses. 

Q. I have a statement here. Woula you 
look at this statement of rates prepared for me, 
Mr. Bandeen? 
A. Yes. 


MR. FRAWLEY: T should like to file it as 


an exhibit. 
= EXHIBIT NO. 145: Statement of Rates. 


MR. FRAWLEY: This statement, Mr. Chairman, 
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< 
ANGUS, STONEHOUSE & CO, LTD. 


TORONTO. ONTARIO Bandeen, cr-ex 13278 
(Frawley ) 
is not too different from the statement filed as 
Exhibit 86 and a further corrected revision as statement 
86A. As I say, this is not very different from 
Exhibit 86, and then there was an Exhibit 86A filed 
because Commissioner Mann called our attention to the 
fact that we had an Exhibit 86 and we had used figures 
net of the Bridge subsidy and net of the Maritime 
Freight Rates Act subsidy. 

Q. Now, I would like you to look at this 
document, Mr. Bandeen, and look at some rates, some 
low ones and some high ones, and if you would lock at 
grain, page 9, there is a rate there on grain for 
export from Port Arthur to Halifax. Now, I don't 
want you to tell me it is a Canadian Pacific rate even 
though you might be telling me the truth. It shows 
that it is a published rate, but I think you will be 
able to answer my questions on that. There is probably 
another one that the Canadian National has to move 
grain from the Lakehead to Halifax. You will see that 
that rate at 534 cents returns you .632 of a cent 
per ton-mile. 

A. That is correct. 

Qe Now, that rate is just as good as 
another one, but before I put my question I might put 
one or two more. There is a rate on page ll, about 
the middle of the page, iron and steel articles moving 
from Montreal to Vancouver at $1.20 under agreed 
charge No. 71, and that returns on a ton-mile earning 


about 8/10 of a cent, .834 cents. Then on the same 
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< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO. ONTARIO Bandeen, cr-ex 13279 
(Frawley ) 
page, cast iron pipe moving from Three Rivers to 
Vancouver at $1.10 a 100 under agreed charge 57 returns 
of2l1 cents or a little better than 7/10 of a cent per 
ton-mile. 

Let me ask you this question. That is a 
rate which presumably has stood the test of some 
costing by your Cost Section, I assume, before it was 
published. 

A. Which? -- the agreed charge rates? 

Q. Yes, It presumably went through the 
mill in your cost section. 

A. Oh, they would if the Traffic Department 
thought there was any question about them being non- 
compensatory. 

Q. Whether it did or not, can you tell me 
any good reason why the farmers of Western Canada, 
seeking to ship their grain, this basic commodity grain, 
which is a raw material in every sense of the word, 
is simply cut off the face of the field and simply 
sent to the terminal --why the shipper of that commodity 
is not entitled to as good a rate as the shippe” of 
manufactured iron and steel articles moving from 
Montreal to Vancouver or a shipper of cast iron pipe 
moving from Three Rivers to Vancouver or 4 shipper of 
grain moving from Port Arthur to Halifax? Let me 
put another one in, and I will take you to page 10 
where you will find a rate there almost at the middie 

of the page, zinc bullion moving from Flin Flon to 


Quebec City and which returns you 9.53 cents, 93 mills, 
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< 
ANGUS, STONEHOUSE & CO. LTD. 


TORONTO, ONTARIO Bandeen, cr-ex 13280 
(Frawley ) 

and that is published in Canadian National Tariff W460xK. 
Why is not the farmer in Western Canada, moving this 
basic commodity into world trade, not entitled to as 
good a rate as the other shippers of commodities T 
have just mentioned, 

A. I don't know what you mean by "as good 
arate", I presume you mean as low a rate. 

Q. Yes, as low a rate. 

A. You have to compare what the variable 
cost of moving the traffic is. On page 11, the two 
that you referred to were iron and steel articles from 
Montreal, Quebec, to Vancouver, British Columbia. Now, 
that traffic moved 2,878 miles, and the one you referred 
to further on down the page is cast iron pipe from 
Three Rivers, Quebec, to Vancouver, which moved over 
3,000 miles. Now, both of those articles, I presume, 
would be fairly heavy loading, and the minimum weights 
given are fairly high, and I assume that they would 
probably load over that. Grain moves on the average -- 
T believe it is in the 800's, and in both of these 
cases they move over 2,000 miles further than “e 
average grain movement. They are primarily » main 
line movement; they would get ail the benefit of the 
heavier trains, there would be no way freight trains; 
particularly in the Montreal to Vancouver there would 
be no way freight trains involved. I don't know about 
Three Rivers. However, this would be a through main 
line haul for a considerable distance, and I would 


imagine you would find the variable cost of this 
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rch Ae ig Bandeen, cr-ex 13281 
(Frawley ) 


traffic to be considerably lower than the variable 
cost -- per ton-mile to be considerably lower than 
the variable cost of grain per ton-mile. I would 
be very surprised if it wasn't. 

Q. Look at the grain export rate that I 
have asked you to look at on page 9 where it moves 
almost 1700 miles from Port Arthur to Halifax, and 
all you get out of that is 6/10 of a cent per ton- 
mile. 

A. Well, it is double the grain distance. 
We are talking about 800 miles, and this is double. 


Before you can measure the degree of goodness or 


badness -- 
Q. Just take lowness and highness. 
COMMISSIONER GOBEIL: You mean you take 
for granted that these low rates -- they are not 


lower than the variable cost. 

A. I don't know. When I was giving Mr. 
Frawley the reasons why I assumed they were not 
probably lower than the variable cost, the reason 
is that this is not a way freight movement, it is a 
mainline movement. Before I made any referenve on 
it to the Traffic Department I would cost it. 

Q. I show you a raté on page 8 on ingots. 
It is a 1,300 mile rate, iron and steel ingots, 
moving from Hamilton to Sydney. That sounds like 
taking coals to Newcastle -- Hamilton to Sydney, for 
8/10 of a cent per ton-mile. 


A. Are we certain that these things are 
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(Frawley ) 


moving, Mr. Frawley? I realize there are rates and 
tariff costs shown, but on the line -- 
COMMISSIONER MANN: It is an actual 


movement. 


THE WITNESS; Is it an actual movement? 


(Page 13283 follows.) 


ee 


Oty 9 & abutting 
‘AA e wes 


bis estes sue evedd estiset I tyelvert aN a 
-- potl edt mo sud .swerda siete 


Cfsvios ne at at MMAN PAMOT ALTO : 


—— 
iaqnlo? 


“ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13263 


TORONTO, ONTARIO 


(Frawley ) 
1 
2 THE CHAIRMAN: This is an actual movement, 
3 Mr, Bandeen, 
4 THE WITNESS: Is it an alstuall movement you 
5 are recharged? 
6 MR, FRAWLEY: °Q. Recharged, yes, I should 
, have noticed that. You do not have any phantom of 
3 recharge, I do not think, They are very real those 
9 things. 
10 A. That might be. I would have to study 
11 each one of these to tell you whether it is below its 
12 variable cost or not. I would assume, if there are 
13 agreed charges, that both railways have checked 
14 those out, 
15 Q. If you look at page 6, if you look at 
16 the coal moving from Beinfait, Saskatchewan, to 
17 Fort Frances, Ontario, which is 502 miles, all you get 
18 out of that is 6/l0ths cent per ton mile. 
19 A. I was under the impression, although I an 
20 not that certain, that we were trying something to 
21 rectify coal. 
22 MR. MAURO: It is an agreed charge. 
23 MR, FRAWLEY: Q. Well, I would not want 
24 you to rectify it on my account. Just leave it away 
25 down there. It is an agreed charge, yes? 
26 A. ALY *rtene. 
Bi i And it is No. 617. You must have put 
28 that in lately. I simply ask you to compare that with 
29 what you are asking the farmers of western Canada to 


30 pay to move their grain to export. 
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“ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13284 


TORONTO, ONTARIO 


(Frawley ) 


ts Before I compare I would have to know 
what the variable cost per ton mile is, 

MR, McDONALD: I think, Mr. Frawley, if I 
may make the correction, it is not Mr. Bandeen who is 
asking the farmers of western Canada to do anything. 
Mr. Bandeen costed the movement of grain and that is 
his evidence. He is not a rate man, 


MR, FRAWLEY: I see, Mr. McDonald is asking 


the farmers of western Canada to pay all this extra. 
MR, McDONALD: We put our approach very 

carefully to you. We do not ask, We say this cost 

study justifies so much. The rate men say on conven- 


tional rate making so much would be justified. We 


leave it to the Commission, 

THE CHAIRMAN: Anyway, no suggestion has bee 
made by anyone that the farmers pay this. 

MR. FRAWLEY: Thereby hangs a tale, Mr. 
Bandeen,. That is why you are asking this high rate, 
because you would not -- I was going to use colloquial 
language but I will not -- your Traffic Department, 
even your hardest traffic men would never ask the 
farmers to pay that because they know they could not 
pay. Is it not a fact, Mr. Bandeen, that the reason 
that these higirates were being asked from the Canadian 


shipper in the west is because the Minister of Finance 


is going to pay a lot of it? 
MR. McDONALD: The answer is no. 
THE WITNESS: I would say definitely no. 


I think if you look at domestic grain shipments you wil 
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* ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13285 
TORONTO. ONTARIO (Frawley ) 

find even if the farmer would be outraged at a single 

cent a ton mile, he is already paying considerably 

over that for domestic shipments. 

Q. Let us see how rational you are, When 
the Minister of Finance turns you down completely -- 
first of all, this Commission, if it be turned down 
by the Commission or even if you were not turned down 
by the Commission you would surely be turned down by 
the Governor General-in-Council, do you say Canadian 
National would still look to the farmers in western 
Canada if they could get the statute to move and ask 
for one point something per ton mile to move grain 
to the lakehead and Vancouver? 

MR. McDONALD: That would be a matter for 
the rate man, 

THE WITNESS : My understanding is that the 
rate people have considered what the rate should be and 
nave come up with what they think a just and reasonable 
rate is, and I would assume that if the conditions 
that you suggest prevail, that this would be whet they 
would consider to be a just and reasonable rats, 

MR, FRAWLEY: Q. Well; I say it hae all 
been considered in that context right from the day 
Mr. Gordon went into the box down to Mr, Crump, 


4t has all been considered in the light of tnis assis~- 
tance from the federal government, has it not? 


A. Well, I really cannot answer this quéa- 


t bons The traffic people were asked to coir 
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(Frawley ) 
1 
; done that, and I do not know what motivates the minds 
p of people like Mr. McCoy or Johnston or Gardiner, a 
: presume that you would have to ask them. 
‘ THE CHAIRMAN: What you are doing is 
é costing? | 
, THE WITNESS: That is quite right. 
Z THE CHAIRMAN: You are doing the arithmetic? 
9 THE WITNESS; That is quite right, and they 
10 have to decide onplicy, and if the statute were with- 
i drawn that would be a policy decision of the Canadian 
12 National management. 
13 MR, FRAWLEY: Q. Now, Mr. Bandeen, you 
14 say that the Traffic Department sat down and came up 
15 with what they thought would be a just and reasonable 
16 rate, Do you want to leave the impression with the 
17 Commission that they did all that without any regard 
18 whatever to the fact that they were going to have the 
19 federal government enter into it? 
20 A. I couldn't even begin to tell you what 
1 motivates the Traffic Department's mind, as I tcid 
22 you before, and if what you are asking me is were they 
23 aware of the propcesed solution, I believe they were 
24 when they made the decision. I don't know for sure, 
25 You would have to ask the gentleman who wrote the 
26 precis, and how much it influenced their decision | 
27 do not know. 
28 Q. Mr. Bandeen, I will admit there is a 
29 certain vicariousness about my cross-examination bus 
30 I find you a very frank and open witness and that is 
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“ ANGUS, STONEHOUSE @ Co. LTD. Bandeen, cr-€xX 13287 


TORONTO, ONTARIO 


(Frawley ) 


why I am taking this up with you. It is suggested to 
me by my friends from Manitoba that perhaps you are 
not just correct when you speak about the farmers in 
western Canada paying the domestic grain rate, The 
farmer in western Canada. gets Fort William or Vancouver 
-- he gets the export rate less freight. The, receiver 
pays the freight rate on domestic grain? 

A. This is an old argument about who pays 
the freight rate, the receiver or the shipper. 

Q. No, not that one, The farmer delivers 
a truckload of grain to tne elevator at Lacombe? 

A Yes. 

Q. He gets the Vancouver price less 
freight, which is your export price? 

A. I will take your word for it. Ido 
not know. 

Q. Well, Mr. Bandeen, while we have 
Exhibit 145 in front of us, would you mind looking at 
the other end of the scale and look at page 7 and 
you will find the fourth rate is agricultural imple- 
ments from North Portal, Saskatchewan, to Edmonton. 
On that you get 4-3/4 cents per ton mile for a 
movement of 642 miles. 


The next rate is electrical ranges from 
North Portal, Saskatchewan, to Edmonton, the same 
mileage, and you get 63 cents per ton mile on tha®. 

Then steel sink cabinets from North Portal 


to Edmonton, the same mileage, you get 8.287 cents 


per ton mile on that. 
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< ANGUS, STONEHOUSE & CO. LTD. Bandeen, er-ex 13288 


TORONTO, ONTARIO 
’ 


(Frawley ) 


That is all United States ehicineseoutec 
across the border and having to pay the full elassifi- 
cation rate. 

Now, how much over 100 per cent variable 
costs are those rates? 

A. Well, you see, I believe that is C.P.R. 
shipment, is it not? I don't think we could touch 
them. 

Q. I would think that you have not given 
over all that very lucrative traffic to the Canadian 
Pacific? 

Ae We connect at North Portal. 

Q. yes, you see it is CFC which 
classification rate, It is not a Canadian Pacific 
Railway tariff. 

A. The, Girst one is Canadian Pacific 
Railway tariff. 

Q. yes, yours is North Gate, I understand? 

A. Yes, so I understand. 

Q. And I am advised by the Manitoba freight 
rate expert that it is the same rate from North Jaks iene 
you might suppose, 

A. What was the question now? 

Qe The question was, how much over variable, 
how much over full cost, are rates which return you 
4 3/4 cents, 64 cents and & 2/10ths cents per ton 
mile at 642 miles? 

A. Well, you see, I cannot tell you because 


I do not know the costing, but there is certain 
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~ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13289 


TORONTO. ONTARIO 


(Frawley ) 


information given there, You will notice the loads 
on the last item you mentioned, the minimum there is 
14,000 pounds, which is seven tons, ad the others 
are ten tons. You have got a very light loading. 

PE ie The minimum charge is light loading, 
yes? 

A. I would be willing to bet there was a 
considerable amount of this moved at the minimum, 
but the loading is extremely light. I don't know 
what the cost would be. I would have to compute it. 

Q. Here on page 9 there is 40,000 minimum 
at the bottom of the page on aluminum and aluminum 
articles from Ottawa to Edmonton, 2,000 miles, and 
it returns you 4-7/10ths cents per ton mile! agri- 
cultural implements from Hamilton to Edmonton, 2,000 
miles, again returns you 4.394 cents? 

1 You see, in making these rates we give 
them to variable cost. the traffic department variable 
cost, but when they make a rate they take into con- 
sideration, particularly in a commodity such as this, 
all the things that Dr. Edwards mentioned yesterday and 
the day before, They take the elasticity of demand, 
ability to pay, market competition. These would all 
come into effect, and these rate they set are set in 
their best judgment as the rate that is just and 
reasonable, 

I don't know what you mean when you want me 
to look at them and say what relation I think is fair 


to variable costs. I would say, very offhand, that 
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they are probably one or two times variable costs but 
I don't know how much they are, 

Q. Having worked so thoroughly in the 
costing of the grain and costing all kinds of other 
movements for the Traffic Department, I would think 
you would have a nodding acquaintance with some of 
these costs, that is all? 

A. Can I check that and find out ea the 
costs are? The point is that I just don't know, We 
do not ordinarily express tham as a cost per ton mile 
in the Traffic Department, and I just frankly cannot 
tell you what it would be. 

Q. I just want to put three more rates on 
the record from page 10, Mr. Bandeen, 

At the top of page 10, there are three rates 
there which show pretty substantial rates per ton mile, 
There are radios and TV sets, from Toronto to Edmonton 
which give you a return per ton mile of 6-8/10ths 
cents; space heaters from New Toronto to Edmonton, which 
give you a rate of 5.3 cents per ton mile; and aluminum 
gas meters from Milton to Edmonton, giving you a return 
per ton mile of 6.75 cents. 

I put it to you, Mr. Bandeen, that those 
rates are, of course, the result of what is called 
differential pricing or discrimination in the pricing 
structure. Of course that is what they are, but I 
just put that to you -- that they must be returning you 
many times not only variable costs but full costs, with 


whatever sort of proper apportionment of constant costs 
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“ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-ex 13291 
TORONTO. ONTARIO (Frawley ) 


you might want to put against them; and notwithstanding 
that you feel that you should ask the grain moving to 
export positions in western Canada to pay so much more 
than variable costs. 

I‘ put sit «te you; Mr. Bandeen, that you would 
be perfectly all right and that you should be content to 
accept whatever is the proper determination, after 
careful scrutiny of the variable costs for moving grain 
in western Canada, plus some small amount to satisfy 
the requirement of the statute and to make it compen- 
satory. 

A. Well, I do not know how to answer you, Mr, 
Frawley. I failto see the connection that you are 
drawing between these rates and what we have to get 

TOL era in: In the case of grain we have suggested 
that the rate -- we have not suggested that the rate, 
in our precis -- but as you have suggested, we will 
probably get the same amount as the Canadian Pacific 
Railway which, for convenience, let us say, is one cent 
a ton mile and this is above our variable cost, making 
it compensatory and it is slightly above variable cee. 
as you have suggested. 

Q. Yes, but you do not need to lock any 
longer at those high rates that are many multiples of 
cost. I want you to look at rates which I put to 
you, Mr. Bandeen, will only return to you your variable 
costs plus some contribution to overhead. 

COMMISSINER ANSCOMB: Mr. Frawley, I wonder 


if I may interrupt with great respect. I do not want 
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to get away from what you have just been asking because 
it gets lost so rapidly. 

You asked the witness a moment ago if he 
would be satisfied or why he should not be satisfied 
with a variable cost plus voneteiae: let us ‘say, 

-- that was your language, I think. Would you 
tell the Commission what the farmer, what the Wheat 
Pool, the growers of grain in western.Canada would 
accept here? 

MR. FRAWLEY: I don't know whether the 
Dominion government is in this or not, 

COMMISSIONER ANSCOMB: I did not ask you thay. 

MR, FRAWLEY: I will try and answer your 
question. 

COMMISSIONER ANSCOMB: Were you saying the 
farmers and the Wheat Pool would accept what you have 
just said? 

MR, FRAWLEY: I would just like to have it 
presented to us. I would like to have something pre- 
sented to us other than what we have been asked to 
pay, full cost, I would like to know what the re- 
action would be if the farmer alone was askec to pay 
fully distributed costs, or, when the rate is being 
put down against grain, fully distributed costs. 

COMMISSIONER ANSCOMB: You won't give me 
a direct answer. 

MR, FRAWLEY: In all fairness, sir, I am 
speaking for the Alberta Government, and I wiil answer 


as far as 1 can for the Alberta Government. I will not 


atdanain od es ae Si yw <6 helteldae: = = ow 
Gee au das <0EdIen0e afg taoo sideltav # 
“goy bivoW  ,aimidt I .ssauyeel hoe aay sanites ee 


tsa add ee teartat sds Jetiw ro 60 Sito adil 


18> 


iidew ebansd qrodeew at alarm to exsyets arid aa r 


| torent ‘tqss0n a Dy 
edd ceivenie wort a'nob 7: AWARE aM Gy TET E 


uf Sf 


pad 's* 
,36% m0 eldt of eb Jnomeveyey robaniod! 


OM aes tor BRST | :amoveua mmec aan <M 

‘VON NSwEok bie ord Tit 7 VSIWARD Am | ne hie | 
mo btesinp 

gabiss' roy sey [ENCISKA HEMOLSEIMMOD a 7 ag 


Hi Woy tarp Jqsao8 hluow fool Jesf¥ sd? Bae avons? 
i@ tates sept, 
Syed ot MILO gay bivow t “YRIWARD (AN 
ielws AVS OF sifL-Bitiow £ -6” otf Dbetnsastg 
oy baiigs esd vee ow. deriw naa ado wu ot bevnse ~ 
rt fis Sei wan oo sate Sinow £ ovrses fin \ "aq 
4 ane nee tev apol: Temyvel aid tf o¢ Diwow aolses 


} x 
Nfed oi Ssteq so mere ro Jadeos sieithibigiror: “etna 


ms oe 


“OOVOT TIRED Eiinl ters Sentinel naveb tug 
suke ae vot ~ YamOoeWa aguprpEteon 7 
| «TOweon toaeli a | 
L ,ile .heererbey fits ar CRRAWART , He So: 
Ww 4tiin i hea patiiecateitie 8 by rere TOL 3 


“ ANGUS, STONEHOUSE & CO. LTD. Bandeen, cr-e@x 13293 
TORONTO. ONTARIO (Frawley ) 

answer for the Alberta Wheat Pool. I will let them 

answer for themselves. 

Let us have the railways tell us that they 
will move grain at the properly determined variable 
costs plus some slight rer to overhead -- just 
slight, sir. The way they move castiron pipe from 
Hamilton to Vancouver, if I had just that kind of com- 
parison, if I had that kind of rate that they give 
those people, that they accept for moving castiron 
pipe from Three Rivers to Vancouver or iron and steel 
articles from Montreal to Vancouver: if they will 
offer that kind of rate, I will be very glad to 
obtain instructions as to whether it is acceptable. 

THE WITNESS: You see, Mr. Frawley, they 
can very well pay double variable costs. We do not 
know what the incidental cost is on this movement, 


They could be double variable costs, for all we know. 
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1 

MR, FRAWLEY: I think that is all, Mr. 
Bandeen. Thank you very much, 
; THE CHAIRMAN; Mr. McDonald? 
: MR. McDONALD: I have no questions. 


6 BY COMMISSIONER MANN: 


7 Q. Mr. Bandeen, this morning you mentioned, 


8 referring to Exhibit 132, that you were not able to 


9 calculate the demurrage payments, whereas the C.P.R. 
10 has been able so to do. Well, now, since the records 
i1 are kept by the joint agency -- the Canadian Car 


12 Demurrage Bureau -- I have a little difficulty in 


13 understanding how that comes about. 

14}, A. Well, I don't pretend to know how the 

15 C.P.R. got the information, and I notice they aren't 

16 here to tell us. 

17 I do know that this particular Bureau you 

18 refer to has told us that they cannot calculate it in 
i our case -- maybe I shouldn't say "cannot" -- but they 
au cannot without agreat deal of work which they weren't 
a Willing to expend on our behalf. 

2 Q. On page 6 of your precis you mention 

ss that in regard to milling in transit you took out 

Ze 23,000 waybiils, and I wanted to know how long did it 
> take to do so, and how many people were involved in that? 
an A. e WOUlG fave GO... « 

as Q. You don't need to answer these questions 
= now. I would like to know because I would like to 

i compare it with the Board of Transport Commissioners' 
30 


one per cent waybill study which, in 1958, constituted 
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19,822 waybills. 
Thank you very much. 


THE CHAIRMAN: Thank you, Mr. Bandeen, 
You have been a very responsive and frank witness. 
We will adjourn until ten o'clock on 


Monday morning. 


---Adjournment. 
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